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Human Genome Project 
Invigorated by a new 
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Crooks ‘laundering 
$300m a day via 
the international 
financial system’ 

At least S300m In illegally earned 
money is laundered daily through 
the world's globalised financial 
system, as drug -runners and other 
criminals convert profits into 
usable funds, according to a 
report Commissioned by the 
United Nations International Drug 
Control Programme, the report 
says the world financial system is 
processing a targe part of an esti- 
mated $200bn of drug money laun- 
dered annually. Page 16; *Money 
launderers’ dream*. Page 7 

Swiss insurers ‘sou^ft Nazi goU* 
Switzerland’s leading insurance 
companies tried to get paid in Nazi 
gold in the final days of the second 
world war, even though they were 
aware that much of the gold had 
been looted, according to a group 
of independent historians. Page 2 

EU move on cbSd labour 

European Union trade ministers 
agreed to offer tariff cuts worth up 
to Ecu790m ($884m) a year to 
developing countries that sign up 
to international standards on child 
labour and environmental protec- 
tion. Page 6 

Europe agrees arms sale code 
European Union foreign ministers 
agreed in principle to a code of 
conduct regulating arms exports to 
third countries. Page 3 

German mraster fn N-waste row 
Angela Merkel, Germany’s environ- 
ment minister, is at the centre of a 
political storm after disclosures 
that for more than a decade some 
nuclear waste shipments had given 
off excessive radiation. Page 2 

Poland faces EU rid cots 
Poland’s 1998 aid allocation under 
the European Union's Phare pro- . 
gramme has been cut by Ecu34m 
to Ecu 178m ($200m) after criticism 
from the European Commission 
that the country has been slow in 
presenting suitable projects for 
funding. Page 2 

Norwegian royal visit to Russia 
Norway’s King Harold V and Queen 
Sonja met Russian president Boris 
Yeltsin In the Kremlin at the start of 
a five-day state visit to Russia, the 
first by a Norwegian monarch since 
1905. 

Turkish court orders closure 
State prosecutors have demanded 
the closure of Turkey's leading 
Islamic business group for alleg- 
edly breaking laws on societies 
and associations. Page 2 

Saddam warned an (6 withdrawal 

Wiffiam Cohen, US defence secre- 
tary, warned Saddam Hussein. 

Iraq’s president, against “taking 
comfort” from a partial withdrawal 
of US troops In the Guff because a 
rapid deployment force could be 
reconstituted In 46 hours. Page 5 

Aratat In talks arito Saoifi king 

Yassir Arafat, president of the Pal- 
estinian Authority, made an unex- 
pected visit to Saudi Arabia to hold 
talks with King Fahd amid attempts 
by the Palestinians to convene an 
Arab summit aimed at freezing 
relations with Israel. Page 7 

S Africa cwroncy crisis fear 
The flood of foreign capital into 
South Africa dried up in the past 
month, raising fears of a currency 
crisis and casting a pall over the 
interest rate outlook. Page. 7 

HK Democrats sweep po8s 
Hong Kong’s pro-democracy par- 
ties captured more than 60 per 
cent of the vote in the territory's 
first post -colonial elections, 
increasing pressure on the govern- 
ment for reforms. Page 4; Editorial 
comment. Page IS 

China to spm home loans 
China is seeking to reverse a slow- 
down in economic growth by chan- 
nelling funds toward the housing 
market and lifting banking restric- 
tions on mortgage lending. Page 4 
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Split could delay 
Brussels’ decision 
on Kirch-CLT-Ufa 
pay-TV venture 

A pay-TV Joint venture planned by 
Kirch, the German madia group, 
and CLT-Ufa, the Luxembourg- 
based company partly owned by 
Bertelsmann of Germany, could 
taoe delay on approval by Brussels 
because of cfivtsfons within the 
ELropeart Commission. Page 16 

Zeneca, the UK-based 

pharmaceuticals company, Kvaer- 
ner, the Anglo- Norwegian engi- 
neering group, and Eversheds, the 
law firm, are to gamer support 
from other large companies for a 
test case to estabBsh.toe first pan- 
Euopean pension fund. Page 17 

A management shake-up is 
expected over toe next few weeks 
at toe Caspian Pipeline Consor- 
tium, the $2 bn project to bufld toe 
first oil export system from the 
Caspian region since the break-up 
of the Soviet Union. Page 6 

Astra of Sweden ffled lawsuits 
against US rivals Genpharm and 
Andrx Pharmaceuticals, both 
generic chug manufacturers, for 
infringing patents over Astra’s anti- 
ulcer treatment Losec, toe world's 
top-selling pres crip tion. Page 17 

Grace's Socialist government 
faced deepening labour union 
opposition to next month's planned 
sale of Ionian Bank through a ten- 
der on the Athens stock exchange. 
Page 3 

Toshiba of Japan blamed si 89 per 
cent foil in annual profits on the 
Asian economic crisis and toe 
competitive personal computer 
market Consolidated net profits for 
activities from nuclear power sta- 
tions to televisions fell from Y67bn 
($51 5 m) to lust Y75bn. Page 17 

Yandex and De Boer Unripe (DBU), 
the Dutch retailers, saw their 
shares rise as they revealed a plan 
to create a supermarkets group 
ranking does behind Ahold, the 
sector leader. Page 20 

Gptdb AfneaVfiood of incoming . ... 
foreign capital has dried up in the 
pest month, raising fears of a cur- 
rency crisis and casting a pall over 
toe interest rate outlook. Page 7 

Rate changes for share dealing on 
the London Stock Exchange's con- 
tmrerual electronic order book 
system are expected to foil short 
of some of the more racfical 
changes some participants have 
recommended. Pages 

The US Virgin Islands legislature 
has approved the purchase of a 50 
per cent stake In Hess Oil Virgin 
Islands Corporation by Petroteos 
de Venezuela, which wfll pay 
$825m over 10 years. Page 5 

J^nnese department store sales In 
April showed the first year-on-year 
increase for 13 months, but retail- 
ers said consumption remained 
depressed. Sales rose 8.3 per cent 
from a year earlier, to Y716.5bn 
($5.3bn), but were 6.9 per cent 
tower than Ip April 1996. Page 4 

Brad's privatisation programme 
could face a shortage of financing 
as the government seeks to raise 
$25 bn in the next few months, 
senior bankers said. Page 17 

Samsung Mature, newest and 
smallest of South Korea’s four car- 
makers, said negotiations on a 
strategic alliance with Ford Of the 
US had collapsed. Page 18 

Singapore Telecom, the national 
telephone company, reported a 12 
per cent rise In net profit to 
S$1.89bn (US$1 .16 bn) for toe year 
to March 31 but said it expected 
slower growth this year. Page 18 
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Russia seeks IMF help on 
debt amid market turmoil 


By Chrysfia Freeland in Moscow 


The Russian government is 
seeking help from the Interna- 
tional Monetary Fund in a 
domestic debt restructuring pro- 
gramme, Sergei Kiriyenko, the 
prime minister, said yesterday. 

ffis announcement came after 
another bruising day on the Rus- 
sian financial markets, during 
which interest rates on state 
bonds climbed above 50 per cent 
Share prices fell by 5 per cent, 
bringing the total stock market 
decline this month to more than 
30 per cent. 

The financial turmoil, which 
coincided last week with a coal 
miners' protest and a shoot-out 
in southern Russia, together 
risked jeopardising Russia's polit- 
ical stability and national secu- 
rity, a Kremlin official said 
yesterday. 


The government fears the costs 
of domestic borrowing could 
push the economy into a vicious 
circle, further weakening shaky 
public finances and intensifying 
fears of a rouble devaluation. 
Such concerns could force inter- 
est rates still higher and speed 
Russia’s decline. To break out of 
the cycle, Mr Kiriyenko said the 
government would try to retire 
its high-yielding, rouhle- 
den om m ated domestic loans with 
longer-term, hard-currency bor- 
rowing. He said Russia was seek- 
ing help from the IMF. 

“There is one project which we 
are interested in looking at 
jointly [with the JMF1" Mr Kiri- 
yenko said, speaking to a group 
of US fund managers. “This is the 
possibility of forming a sped a], 
consolidated credit, a hard- 
currency credit, for the buying 
back of Russia's internal debts." 


Russia is believed to have 
broached the possibility of extra 
lending from the IMF to help it 
retire its expensive domestic 
debt, but has not named a spe- 
cific 3 in mint The IMF is expec- 
ted to dedde this week whether 
to release a scheduled $670m 
tranche of its three-year loan to 
Russia. 

However, Russia may need to 
set its fiscal house in order before 
it wins whole-hearted IMF sup- 
port for the debt restructuring 
plan. “Russia needs to strongly 
implement fiscal measures - 
both on revenue and expenditure 
- as a precondition of moving 
forward with debt restructuring,’’ 
Martin Gilman, resident repre- 
sentative of the IMF in Moscow 
said. “Unless they deal with the 
underlying fiscal imbalances, 
debt restructuring is a high-risk 
strategy." 


Some economists fear that if 
the Russian government shifts 
too much of its borrowing to 
hard currency it risks making 
itself unduly vulnerable in the 
event of a rouble devaluation, 
raising the spectre of the type of 
financial crisis Mexico experi- 
enced in the mid-1990s. 

In an effort to reassure both 
the IMF and nervous investors. 
Mr Kiriyenko said the govern- 
ment would launch an aggressive 
programme to revive its ailing 
public finances. 

The first step will come today, 
when the prime minister said 
President Boris Yeltsin would 
sign a tough expenditure-cutting 
decree. Mr Kiriyenko said the 
government would also make a 
concerted effort to boost revenue 
collection, although he promised 
that no new taxes would be 
levied. 


VW sets 
sights on 
two more 
luxury 
carmakers 


By Haig Sfanonian and 
Graham Bowfey in Wolfsburg 


Japan may abolish 
withholding tax to 
attract investors 


By GBifon Tett in Tokyo 

The Japanese government is 
considering the abolition, from 
next April, of the withholding tax 
paid by non-residents on income 
from Japanese securities. 

The proposal, backed by some 
senior officials in the Ministry of 
Finance and Bank of Japan, is 
part of a new campaign to boost 
the international role of the yen 
and meet a challenge from the 
euro, tiie new European single 
currency which will be launched 
at the beginning of next year. . 

Traders say the plan, if imple- 
mented, could significantly boost 
the Y2SO,OOOhn market for Japa- 
nese government bonds (JGBs) 
by attracting a wave of new 
investors. Rumours of a change 
in the withholding tax — which 
would take effect at the begin- 
ning of the 1999-2000 fiscal year - 
yesterday helped push the 
long-tom bond yield down to a 
new record low of L21 per cent 

The proposal will have to over- 
come opposition from the Minis- 
try of Finance's tax bureau 
which has insisted that any aboli- 
tion most take place as part of a 
wider reform of the tax system. 

The issue of withholding tax 
has attracted particular interest 
this month because the Japanese 
government is seeking ways to 
make yen assets more attractive 
to foreign investors. Foreigners 
currently own less than 10 per 
cent of the oatstanding JGBs. 

Most major Industrialised 
countries abolished withholding 


tax in the 1980s. In Japan it is 
imposed on income from many 
securities, including JGBs. 

Non-residents trading JGBs 
have to pay 15 per cent tax on 
interest, while most non-finandal 
companies and organisations 
have to pay 20 per cent Domestic 
banks and other financial institu- 
tions are largely exempL 

Many non-resident Japanese 
investors avoid the tax by tempo- 
rarily registering their bonds 
through Japanese financial insti- 
tutions, using so-called “street 
names”. As a result, only Y7bn 
worth of withholding tax is actu- 
ally collected - each year. 

However, foreign hankers com- 
plain that this practice is clumsy, 
creates credit risk and has an 
uncertain legal status. William 
Campbell, analyst at JP Morgan, 
said: “More than half the inves- 
tors we speak to in Europe either 
cannot or will not buy JGBs 
because of the withholding tax 
and what they consider the unac- 
ceptable risk of holding JGBs in 
street names." 

The ministry’s tax bureau is 
strongly opposed to simple aboli- 
tion of withholding tax because 
Japan, unlike the US, does not 
have a full system of investor 
identification. “If we just abolish 
withholding tax without creating 
a proper identification system we 
win end up like Luxembourg - 
there will be lots of evasion,” 
said one tax official. 

Capital markets, Page 24 
Currencies, Page 25 


Suharto backlash 
hits foreign groups 


By fiwao Robteson in Jakarta, 
Andrew Jack to Parts and 
Robert Wright In London 


Thames Water of the UK and 
Suez Lyonnaise des Eaux of 
France yesterday appeared to 
have become the first foreign 
casualties of the T»aekia«h against 
the business interests of friends 
and family of former Indonesian 
president Suharto. 

The Jakarta city government 
said it had cancelled water man- 
agement contracts, awarded to 
the companies, the first sign of a 
reassessment of contracts 
awarded by associates of Mr 
Suharto, who resigned last week. 

Thames Water said that 
although It had ceased to be 
involved in the daily manage- 
ment of east Jakarta’s water sys- 
tem, a final decision on the con- 
tract had not been made. “1 don't 
think either side in the longer 
term will want to throw the baby 
out with the bath water,” the 
company said, adding that it had 
"met the requirements of our 
contract”. 

Suez Lyonnaise des Eaux con- 
firmed that PAM Jaya, the state- 
owned water company, had taken 
over operational control of its 
water plants in the west of the 
dty, but said its contract had not 
been changed- 

ln a -statement from its Paris. 
headQuarters. the. group said' 
PAM Jaya had “temporarily mod- 
ified the organisation” of its 
water plants ' “by directly 


intervening in the management". 
However, it called suggestions 
that there had been any changes 
to its contract “incorrect and det- 
rimental”. 

Thames Water and Suez Lyon- 
naise des Eaux signed joint ven- 
ture contracts last June, which 
became operational in February. 
Suez teamed up with GDS, a sub- 
sidiary of the Salim Group owned 
by Sudono Salim, and Thames 
Water with Rati, a company 
owned by Mr Suharto’s eldest 
son, Sigit Harjpjndanto. 

Mr Salim is one of Indonesia’s 
richest men and a close friend of 
Mr Suharto. Mr Haijojudanto has 
a range of business interests. 

Rama BoedL director of PAM 
Jaya. said the contracts bad been 
awarded to the Indonesian-led 
consortia without open bids, 
under pressure from top govern- 
ment circles. “From the outset, 
our 3,000 employees opposed the 
deal," be said. But Suez said its 
contract was signed “in total 
respect of business ethics". 

Separately. Indonesia's energy 
minister said he would review 
contracts between Pertamina, the 
state-owned oil company, and 
trading and shipping companies 
owned by the Suharto family 
interests. Critics allege the con- 
tracts were awarded as a result of 
nepotism. 


' h dooes fa fl vote, Page 4 
Suharto's legacy. Page 14 
Lex, Page 16 
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UK premier Tony Bter appealed to Britons to gfvB Emperor AKflwto of Japan 
- pictured at Expo 38 In Portugal y e ster da y - a warm welcome duraig his 
official visit to London, amid fears that trade with Tokyo could be damaged 
by controversy surrounding farmer prisoners of war. Page & Picture: Reuters 


Volkswagen. Europe’s biggest 
carmaker, may buy at least two 
other luxury car brands as well 
as Rolls-Royce Motor Cars, the 
upmarket British manufacturer it 
hopes to acquire next week. 

Ferdinand Pi^ch, VWs chair- 
man. said he was considering two 
other luxury acquisitions, apart 
from Rolls-Royce and Bentley, 
owned by Vickers, the LUC engi- 
neering group. 

Mr Piecb said in an interview 
with the Financial Times that 
VWs chances of winning 
Rolls-Royce were still only “50/ 
50”. Vickers' shareholders will 
vote on VWs offer at a special 
meeting on June 5. 

Mr Pitch said VW planned to 
spend about DMlbn iS500roj to 
quintuple Rolls-Royce's output to 
10.000 cars a year in the next five 
years. That would Involve reviv- 
ing plans for a “medium-sized 
Bentley” range and pushing 
ahead with “Project Bali” to 
replace its ageing two-door cars. 

He said VW “had further 
plans", including a new 
Rolls-Royce model. The new car 
would be “very close” but dis- 
tinct from Rolls's existing range, 
modernised this year with new 
.Jour-door models. 

VW would protect Rolls- 
Royce's British identity by run- 
ning it as a separate subsidiary 
with its own board. Unlike BMW. 
VWs rival, which has made a 
lower offer for Rolls-Royce. VW 
Jfwould ensure that all engines 
were made in England. 

Mr Pi§ch also planned a bigger 
role for Cosworth. Vickers’ spe- 
cialist engine subsidiary', which 
VW also wants to buy. Apart 
from manufacturing Rolls- 
Royce’s engines, Cosworth would 
be expanded to produce power 
plants and do foundry work for 
VWs Audi executive cars subsid- 
iary. whicb is suffering from bot- 
tlenecks. 

Mr PiSch said spending to 
expand Rolls-Royce represented 
only 2 per cent of the group's 
DM44bn investment programme 
for the next five years. 

VW planned to launch one new 
car a month until the end of next 
year as the benefits of its “plat- 
form strategy” to simplify prod- 
uct development bore fruit. 
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Total Wealth Management from EFG Private Bank 
is much more than a traditional banking service, it’s 
a rotal banking solution. It offers every one of our 
clients die close, personal attention of an international 
team of people who are expen in every step of 
private wealth creation and management, from A-Z. 

Total Wealth Management from EFG. 


mm 








EFG 



{/riuafe Uhtzi/t 


EL'RICH IIU'IVM IT!IL%« 1 1 ' l UpxI'IG 

6UKW1 JF»»tl UUlll tlnMIl.. k» ITI<H I>1 ■ v|>, r-IR>ILC-l 




Mi fiiv.iit « im r i y r r» r- i . v r 1. 1 i itim m ■ u*< 










2 


2f 
4 pm a 


★ 


WORLD ? @,NEWS 


EUROPE - — 


Swiss insurers tarnished by Nazi gold 


By WORarn Hafl ta Zurich 

Switzerland's leading 
insurance companies desper- 
ately tried to get paid In 
Nazi gold in the Anal days of 
the second world war. even 
though they were aware that 
much of the gold bad been 
looted. 

They also sought special 
treatment after the war by 
failing to disclose fully their 
secret negotiations with the 
Germans to the Allied nego- 
tiators. 

The disclosure, by a group 
of independent historians 
headed by Professor Jean- 


Francois Bergjer. is likely to 

put the spotlight on the 
insurance companies, which 
until now have escaped the 
criticism levelled at the war 
record of the big three Swiss 
banks. The banks are trying 
to reach a settlement of 
multi-billion dollar class 
actions from US Holocaust 
survivors. The latest revela- 
tions will increase pressure 
on the Insurers to reach a 
similar financial settlement 
Until now it has been 
assumed that the Swiss 
banks had the most to gain 
from Germany's continuing 
Involvement in the second 


world war. However, the 
banks stopped dealing in 
gold after October 1941, and 
the Interim report of the Ber- 
gier commission shows that 
the Swiss insurers bad even 
more at stake. 

By the end of the war, 16 
Swiss direct insurance com- 
panies, or half of the total, 

were operating In Germany. 

They had Invested SFrS38m 
(5642m) by the end of 1944. 

They earned two-thirds of 
their foreign premiums In 
Germany and 27 per cent of 
their total premium income. 
Swiss Re, then the world’s 
biggest reinsurer, earned 


more than a quarter of its 
profits from Germany from 
1939 to 1943. 

Although the Swiss insur- 
ance industry was informed 
about the controversy sur- 
rounding deliveries of looted 
German gold, the report 
notes that it was prepared to 
accept payments financed by 
transfers of German gold to 
the SNB. 

In April 1945, only weeks 
befbre the end of the war. 
Hans Koenig, co-president of 
Rentenanstalt and the chief 
negotiator for the Swiss 
insurance industry, was still 
entertaining Emil Puhl, 


vice-president of the Iteichs- 
bank, to dinner in Zurich, 

The report says Koenig's 
main line of thought in the 
negotiations was guarantee- 
ing the long-term prosperity 
of the Swiss insurance 
industry in the post-war era. 

The report is also highly 
critical of the role of the 
Swiss National Bank, which 
handled four-fiths of the gold 
transfers of the German 
Reichsbank. “As the number 
of gold bars coming in from 
Berlin grew, so did know- 
ledge concerning the origin 
of the metal from Germany’s 
plundering of the occupied 


territories. From today's 
vantage point ft is shocking 
to see how the Swiss 
National Bank responded to 
the problem in summer 
1942," says the report 
However, the Swiss 
National Bank said yester- 
day that the report con- 
tained “no elements that 
would call for a fundamen- 
tally modified assessment" 
of its policy during the war. 
It had stated several times 
that its wartime policy had 
“Its dark sides” and pro- 
foundly regretted accepting 
gold deliveries from victims 
of concentration camps. 


Ex-minister linked to 


kidnap ‘mercenaries’ 


By David White 
In Madrid 


A former police officer 
yesterday fired the opening 
salvo in Spain's "dirty war” 
trial by accusing Jos£ Bar- 
rionuevo, the former Social- 
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ist interior minister, and two 
of his senior colleagues of 
knowingly letting a kidnap 
go ahead in 1983. 

The ex-superintendent. 
Jose Amedo, was the first of 
12 defendants to take the 
stand at the start of a tense 
and long-awaited trial in the 
supreme court. 

I Prosecutors are seeking 
prison terms totalling 178 
years, including 23 years for 
Mr Barrionuevo and his for- 
mer number two. Rafael 
Vera. 

It was Mr Amedo's evi- 
dence to an examining judge 
four years ago that launched 
the current case to deter- 
mine who masterminded a 
covert campaign, carried out 
under the name Anti-Terror- 
ist Liberation Groups (Gal), 
against suspected Basque 
terrorists based in southern 
France. 

Mr Barrionuevo. in an 
interview at the weekend, 
described the court case as 
“a dirty settling of scores, of 
a political character, dressed 
up as a judicial procedure” 

Hie case involves the first 
crime claimed by Gal, in 
which a furniture dealer was 
kidnapped by mistake. Gal is 
blamed for about 25 deaths 
over the four years after the 
kidnap. 

Mr Amedo's accusations 


centred on another of the 
defendants, JuMn Sancristb- 
bal, who was the Spanish 
government's senior repre- 
sentative In Bilbao at the 
time and later director of 
state security. 

He said Mr Sancristdbal 
received funds for the opera- 
tion and acted as liaison 
with the minister and Mr 
Vera. He alleged that 
FFr70.000 ($11,800) was paid 
to mercenaries who carried 
out the kidnap. 

The panel of u judges is 
due to hear the other defen- 
dants - with Mr Barrion- 
nevo the last in line - before 
taking evidence from 40 wit- 
nesses, Including the former 
prime minister, Felipe Gonz- 
ilez, who raised a storm last 
week by claiming it was a 
political trial 

The daily £1 Mundo, which 
played a leading role in Gal 
disclosures, published a 
fresh allegation yesterday, 
saying that Mr Sancristdbal 
was likely to testify that he , 
showed his superiors a 
police file and photograph of 
the intended victim before 
the kidnap. 

In an opinion poll in the 
Barcelona daily La Vanguar- 
dia, 31 per cent of respon- 
dents said they approved of 
the “dirty war”, while 44 per 
cent disapproval 


Bonn minister in row 
over N-waste radiation 


By Peter Hannan to Bonn 


Angela Merkel, Germany's 
environment minister, is at 
the centre of a political 
storm after disclosures that 
for more than a decade some 
nuclear waste shipments had 
given off excessive radiation. 

Although the minister yes- 
terday pot forward a 10-point 
plan to ensure that the gov- 
ernment would not be igno- 
rant of such incidents in 
future, the environmental 
Green party called for her 
resignation. 

The opposition Social 
Democratic party has chal- 
lenged Helmnt Kohl, the 
chancellor, to take responsi- 
bility for clearing up the 
Issue and either "back or 
sack” Mrs Merkel when par- 
liament holds an emergency 
debate on the disclosures 
tomorrow. 

Mrs Merkel, who last week 
banned waste shipments 
from nuclear power plants 
inside Germany and to the 
processing plants at La 
Hague in France and Sella- 
fleld In Britain, yesterday 
ordered Germany’s organisa- 
tion for plant and reactor 
safety (GR5) to produce an 
urgent report explaining 
how excess radiation had 
appeared on the outside of 
special "castor” waste con- 



Merkefc resignation can 


talners arriving at La Hague 

The minister also ordered 
better reporting of cases of 
contamination by the 
nuclear power operators; 
urged the federal states to 
tighten controls inside 
power stations; and ordered 
utilities to reorganise the 
transport of waste and 
improve technical measures 
to prevent excessive radia- 
tion in the future. 

Mrs Merkel, who wfll dis- 
cuss the problem with the 
French authorities today, 
promised there would be no 
resumption of waste trans- 
ports until the cause of con- 
tamination had been found, 
and a functioning flow of 
information established with 


the French and British pro- 
cessors and the German 
nuclear industry. 

Mrs Merkel’s ministry first 
learned on April 24 of a cas- 
tor arriving at La Hague 
with gamma radiation five 
times the official limi t of 4 
becquerels per sq cm. It has 
since been estimated that. 20 
per cent of such shipments 
last year were contaminated. 

The affair has come at a 
politically unfortunate 
moment for Mr Kohl who 
was hoping to capitalise on a 
slight recovery in the weak 
opinion poll ratings of his 
Christian Democratic Union 
following its successful party 
congress last week. 

The disclosure that 
nuclear companies knew of 
the problem since the mid- 
1980s has cast a further 
cloud over an industry 
which is widely mistrusted 
following Incidents of 
secrecy concerning nuclear 
safety over more than 20 
years. 

In a weekend statement, 
the nuclear power producers 
admitted their specialists 
knew of the problem for 
years, having been tipped off 
by the French authorities. 
While "constantly working 
on technical improvements” 
they felled to tell the Ger- 
man authorities. 
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NEWS DIGEST . 


EUAIDPROGRAMME 

Poland faces cuts after 
being slow off the mark 

Poland’s 1998 aid allocation under the European Union's 
Phare programme has been cut by Ecu34m to Ecu'! 78m 
($200m) after criticism from the European Commission that 
the country has been slow In presenting suitable projects for 
funding. 

Hans van den Broek, the EU’s foreign affairs commissioner, 
said the cutshave been made because Poland has been too 
late In presenting projects for implementation. Moreover, 
some of. Poland's proposed spending plans felled to comply 
with the "Accession Partnership", an EU programme designed 
to prepare the country for EU membership- The cut in aid Is 
designed to underline concern In Brussels that the govern- 
ment, In its view, is paying too tittle attention to pursuing the 
reforms needed if Poland Is to join the EU in the fist half of 
the next decade. Christopher Bobinsta', Warsaw 


NORWAY’S PETROLEUM FUND 


Value rises by 8.4% 

The market value of Norway’s go ve r nm e n t petroleum fund - 
the state reserve for surplus oil revenues - rose 8.4 per cent 
to NKrS1.5bn ($7bn) last year, according to the finance minis- 
try- . 

Since the start of 1997, when the assets in the fund were 
valued at NKr47.5bn, it has marginally outperformed a bench- 
mark return based or the Salomon Brothers world govern- 
ment bond index. Returns on the fend reached 11.3 percent 
for the year, against a benchmark figure of 11.21 per cent. 
Tim Burt, Stockholm 


ISLAMIC BUSINESS 

Bid to close Turkish group 

State prosecutors have demanded the closure of Turkey’s 
leading Islamic business group, a security court official said 
yesterday. 

The court's civilian and military prosecutors launched 
charges against the Association of Independent Industrialists 
and Businessmen (Musiad) for breaking laws on societies and 
associations, the official said. 

Anatolian news agency said the court had also charged 
Musiacfs chairman, Eroi Yasar, with "provoking hatred 
amongst the people" in a speech he made last year criticising 
restrictions on reflglous education. Reuters, Ankara 


ITALIAN CRIME 


‘Mafia boss’ recaptured 

The Italian government yesterday regained the Initiative In the 
recent row over failings in its justice system after Pasquale 
Cuntrera, a leading Mafia boss, was recaptured in Spain. 
Sghteen days after he slipped from the clutches of the Italian 
authorities, Cuntrera was captured by Spanish police in Fuen- 
gkoia on the Costa del Sol. James Blitz, Rome 
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HAT BROUGHT THEM TOGETHER? BLACK GOLD. 
WHAT KEEPS THEM TOGETHER? THE BANK OF NEW YORK. 

In the winter of 1976, by an historic vote, the citizens of Alaska created something which no other 
state in the nation had created before: a savings trust, fueled from the sale of oil, to be used for the 
benefit of every Alaskan, now and in the future. Called the Alaska Permanent Fund, it has become a 
$23 billion arctic treasure. ® What bank sees to it that Alaskans are kept up-to-date on fund finances 
and investment performance? The Bank of New York. ® Through daily reports sent electronically from 
the Bank, and the Permanent Fund’s use of Internet technology, Alaskans scattered across 
550,000 square miles can see what their fund is worth and where their money is invested.® Fund 
executives are able to track with pinpoint accuracy the performance of their investment managers, 
making sure citizens get the best performance possible, m Today, thousands of clients are using The 
Bank of New York to create, maintain and enhance relationships with investors in over 60 
countries. In Juneau, Executive Director of the Alaska Permanent Fund Corporation Byron 1. 
Mallott and investors Sarah Williams, Kimberly Kuzuguk and David Hobbs are just one example. 




ISSUER: Byron I. Mallott. 


INVESTORS; Sarah Williams. Kimberly Kuzuguk, David Hobbs. 
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HUNGARIAN ELECTION SOCIALISTS SPURNED DESPITE FOREIGN PRAISE FOR ECONOMIC RECORD 
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Markets fall as voters take 
revenge for austerity years 


Himgansi 

unfa 


By Kevin Dorn and tester Eddy 
In Budapest 

Hungarian voters are a 
volatile and unforgiving lot 
The Socialists and their 
prime minister, Gyula Horn, 
who enjoyed a landslide vic- 
tory four years ago. went to 
bed in the small hours yes- 
terday after Sunday's gen- 
eral election tasting bitter 
defeat despite a record in 
office that has won high 
praise abroad. 

Their thanks for having 
pulled Hungary back from 
the brink of a Mexico- style 
debt crisis in 1995. for restor- 
ing growth and establishing 
it as the model for reform 
country in central and east 
Europe, was to lose more 
than a third of their seats. 

Voters have not enjoyed 
the tough austerity mea- 
sures that have accompanied 
the economic turnaround. 
The macroeconomic progress 
has been too short-lived and 
the gains too unevenly 
spread to wipe out the mem- 
ory of the pain. 

On Sunday they voted for 
change and for a new gener- 
ation in the shape of the cen- 
tre-right Fidesz -Hungarian 
Civic party, founded 10 years 
ago by a group of anti-com- 
munist student activists and 
the only one of the leading 


parties yet to be tested - and 
tarnished - by the rigours of 
office. 

“Voters have shown that 
the country needs a new 
government for a new cen- 
tury." Viktor Orb an. the 
Fidesz leader, declared jubi- 
lantly on Sunday night, 
unable to suppress a boyish 
grin at his triumph. The for- 
mer law student win cele- 
brate his 35th birthday next 
Sunday as the stan- 
dard-bearer for a new gener- 
ation. 

But the celebrations will 
not last long. Already yester- 
day, as Mr Orban was locked 
in negotiations with his 
potential coalition partners, 
the financial markets were 
passing their own sceptical 
verdict. The Budapest stock 
market, which fell 8 per cent 
in the past two weeks as the 
prospect of a Fidesz victory 
loomed, dropped sharply 
again yesterday, losing 8.7 
per cent of its value in a day. 

Hopes expressed last week 
by some financial analysts, 
and privately by western 
diplomats, that Fidesz might 
enter a grand coalition with 
the Socialists in the interests 
of political stability appeared 
to be dashed on Sunday 
night by Mr Orban. 

Such a move was “incon- 
ceivable", he said, the elec- 


torate had voted for change. 

While Fidesz made crush- 
ing gfttna on Sunday, over- 
taking the Socialists to 
become the biggest single 
party and increasing its 
stats to 148 from only 20 four 
years ago, it failed to gain an 
overall majority in the 386- 
seat legislature. It is having 
to look to the unpredictable 
right-wing Smallholders' 
party to gain a majority. 

“The market fears a 
Fldesz-Smallholders coali- 
tion. that it will be unstable 
and unlikely to last for 4 
years," said Tamas Szalai, 
an analyst at Concorde. Secu- 
rities, the leading domestic 
broker. “And it fears that 
looser fiscal policies will lead 
to higher budget and current 
account deficits." 

Mr Orban must now 
decide which of his cam- 
paign promises must be kept 
and which can be quietly 
laid asirip . Fidesz bus cam- 
paigned cm a platform of law 
and order, anti-corruption 
and measures to support the 
family. He has also called for 
moves to accelerate eco- 
nomic growth to 7 per cent a 
year In order to double gross 
domestic product in a decade 
through a programme of 
cuts in taxes and social wel- 
fare contributions. 

Much of the credit for the 


economic turnaround of the 
past three years has been 
given to the central bank 
and its governor Gyorgy Sur- 
ahyi, but the Smallholders in 
particular have also been 
calling for controversial 
changes In monetary policy. 

Western diplomats in 
Budapest suggest that Fidesz 
would have to moderate 
many of its policies once it is 
id government, and say that 
it will be boxed in by the 
need both to attract foreign 
capital and to meet the con- 
ditions for entry into the 
European Union. 

Bnt financial observers 
say that this view disregards 
the formidable learning 
curve that Fidesz leaders 
now face. “We are staggered 
that anyone should underes- 
timate the ability of politi- 
cians to screw things up." 
says Dresdner Kleinwort 
Benson, the investment 
bank. The planned economic 
and monetary policy shift 
“would be a disaster: a loose 
fiscal policy would fuel an 
economy which is already 
threatening to overheat and. 
combined with a stronger 
forint, would lead to a poten- 
tially destabilising widening 
in the current account defi- 
cit." 

Beyond the economy there 
are also concerns that a 



Fldesz-Smallholders coali- 
tion and the shift to the 
right in Hungarian politics 
could lead to much louder 
nationalist rhetoric out of 
Budapest, undermining tbe 
progress made by the Horn, 
government in improving 
relations with neighbouring 
countries, most notably 
Romania and Slovakia, 
where there are large ethnic 
Hungarian minorities. 

Such fears have been 
awakened by tbe success of 
the far-right extremist MIEP 


party, led by tbe ultra-na- 
tionalist Istvan Csurka. in 
Entering parliament for the 
first time. Both Fidesz and 
the Smallholders have ruled 
out any co-operation with 
MIEP, but Mr Orban hardly 
stilled fears about a rising 
nationalist mood when he 
observed on Sunday night 
that the boundaries of tbe 
Hungarian state and those of 
tbe Hungarian nation did 
not coincide. 
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PROFILE VIKTOR ORBAN 


New generation picks a centre-right leader 


By Kevin Done and Kesfa Eddy 

Viktor Orban has made it to 
the top of Hungarian politics 
in only 10 years. His triumph 
at the polls on Sunday sig- 
nals one of the most dra- 
matic generational changes 
in the post-communist coun- 
tries of central and eastern 
Europe. 

Mr Orban, 34, a former stu- 
dent activist and president 
of the centre-right Fidesz- 
Hungarian Civic party, is 
now poised to lead the coun- 
try. ousting Gyula Horn. 65. 


the Socialist prime minister 
for the past four years. 

Mr Orban. who graduated 
with a law degree from Hun- 
gary's respected Eotvos 
Lorand university in 1987, 
became a founder one year 
later of Fidesz, then called 
the Federation of Young 
Democrats, a radical, anti- 
communist. student move- 
ment. 

He shot to fame in 1988 
with an outspoken call for 
the removal of Soviet troops 
from Hungarian soil, a 
demand he made at the rebu- 


rial of Imre Nagy, the prime 
mini ster executed for his 
role in the 1956 Hungarian 
uprising against the Commu- 
nists. 

He won a scholarship from 
George Soros, the Hungari- 
an-born financier, to study 
English liberal politics at 
Oxford in 1988. 

But his studies were inter- 
rupted by Hungary's first 
free elections in April 1990. 
when he was elected to par- 
liament. 

Fidesz made only baiting 
progress at Hungary's first 


two free elections in 1990 
and 1994. But since taking 
on the leadership in 1993. Mr 
Orban has transformed the 
movement into a main- 
stream party that appeals 
across the generations and 
attracts support across the 
centre-right of Hungarian 
politics. 

The turn away from the 
movement's roots and Mr 
Orban's often autocratic 
style of leadership -within 
the party have alienated 
some of his early, more lib- 
eral supporters. 


But his Strategy of seeking 
to consolidate the increas- 
ingly fragmented centre- 
right opposition, even at the 
price of jettisoning some 
liberal principles along 
tbe way, has won handsome 
dividends at the ballot 
box. 

A country boy with a 
tough upbringing - his 
home first got hot r unnin g 
water when he was 14 years 
old - Mr Orban has retained 
a mistrust for Budapest 
intellectual circles. This has 
helped him to distance his 


part}' from his former liberal 
allies, tbe Alliance of Free 
Democrats. 

While they have worked 
for the past four years in 
coalition with the Socialists, 
he has taken on more of tbe 
mantle of the nationalist 
right 

He was born in Szekesfeb- 
ervar in central Hungary. 40 
miles soutb-west of Buda- 
pest, growing up in a nearby 
village. His father was an 
agricultural engineer, and 
his mother a speech thera- 
pist 


EU agrees on 
arms sale code 


By Lionel Barber in Brussels 
ami Andrew Parker in London 

European Union foreign 
ministers agreed in principle 
yesterday to a code or con- 
duct regulating arms exports 
to third countries. 

Britain, which holds the 
EU's rotating presidency, 
hailed the EU-wide guide- 
lines as a breakthrough. But 
diplomats said Robin Cook, 
foreign secretary, had 
watered them down in order 
to win the support of France. 
The code of practice agreed 
in Brussels rejects Nordic- 
led calls for a permanent 
blacklist of countries with 
poor human rights records. 
It also sidesteps demands for 
full transparency on grant- 
ing export licences. 

Bur Mr Cook, under pres- 
sure at home because of the 
"arms for Africa" affai r and 
disclosures that the UK gov- 
ernment has approved more 
than 50 military export 
licences to Indonesia, 
said: "The agreement is a 
real achievement. It is a sub- 
stantial step forward 
towards responsible and 
effective regulation of the 
European arms trade." He 
rejected suggestions the code 
would have prevented the 
"arms to Africa" affair. 
Referring to Sandline Inter- 


national. tbe UK company 
which claims it had govern- 
ment approval for export or 
arms to Sierra Leone despite 
a UN embargo. Mr Cook told 
tbe BBC: •‘They never 
applied for an export licence. 
There was never any minis- 
terial decision on un export 
licence. Had they applied, 
they would have been 
refused." 

Governments will be 
expected to withhold export 
licences to countries which 
fail to respect minimum 
standards of human rights 
and democracy. The key cri- 
terion will be whether the 
sale of arms could led to 
internal repression nr exter- 
nal aggression. The code 
would require EU countries 
to circulate through diplo- 
matic channels details of 
export licences which have 
been refused, giving full rea- 
sons. Each country will cir- 
culate an annual report on 
its defence exports and appli- 
cation of the code. 

Any EU member-state 
which decided to grant a 
licence to a suspect country 
would have tn consult the 
partner which had issued 
the original refusal. 

• EU foreign ministers 
approved a mandate for fast- 
track negotiations on a free 
trade accord with Mexico. 


Greek bank battle 


Greece’s Socialist 
government yesterday faced 
deepening opposition to next 
month's planned sale of 
Ionian Bank through a ten- 
der on tbe Athens stock 
exchange. Kerin Hope 
reports from Athens. 

Transport and shipyard 
workers stopped work for 
four hours to support a two- 
week strike by Ionian 
employees. Several hundred 
bank employees demon- 
strated outside an Athens 
court which was hearing a 
request by Ionian's manage- 
ment for the strike to be 
declared illegal. 

The government says the 
sale terms should include 
job guarantees for more than 
3.500 workers for three 


years. The union wants the 
bank merged with its parent. 
Commercial Bank, in a sec- 
ond big state banking group. 

Haris Stamatopoulos. Ioni- 
an's governor, said in an 
interview the sale of a 51 per 
cent stake in Ionian would 
“rescue the bank, because 
the buyer would be required 
to inject fresh capital, and 
would also ensure the sur- 
vival of Commercial Bank". 

Commercial would be able 
to strengthen its balance 
sheet, before being offered 
for sale “in a year or so. 
after it has made progress 
with restructuring". The two 
banks have a combined mar- 
ket share of about 25 per 
cent but are only marginally 
profitable. 
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ASIA-PACIFIC 


PRISONERS TO BE RELEASED ELECTIONS UNLIKELY BEFORE EARLY NEXT YEAR 


Indonesians to vote ‘soon’ 


By Sander Tboenes in Jakarta 


Indonesia's new government 
announced yesterday It 
would hold General elections 
and free political prisoners, 
as part of an attempt to gain 
acceptance from wary citi- 
zens and foreign govern- 
ments. 

The state secretary, Akbar 
Tanj un g , de facto spokesman 

of the first cabinet of Presi- 
dent B.J. Habibie that was 
sworn in on Saturday, failed 
to set a timetable but prom- 
ised “elections as soon as 
possible after we prepare the 
laws", referring to five prin- 
cipal laws that restrict par- 
liamentary elections to three 
parties and favour the domi- 
nant Golkar party. 

This leaves elections 
unlikely until early next 
year but the cabinet promise 
eases concern that the 


unpopular new president 
intends to serve ont a full 
five-year term. Opposition 
leaders, diplomats and even 
his own cabinet ministers 
had urged him to allow early 
elections. 

The justice minister. 
Muladi, said the new govern- 
ment would release Sri Bin- 
tang Pamungkas and 
Mukhtar Pakpahan, two of 
Indonesia's best known polit- 
ical prisoners. Mr Sri was 
convicted for defaming for- 
mer President Suharto; Mr 
Pakpahan was jailed on 
charges of inciting riots in 
1996 but his claims of inno- 
cence found tacit support 
from numerous govern- 
ments. Human rights activ- 
ists count some 200 political 
prisoners in Indonesia. 

The promises to hold elec- 
tions and free political pris- 
oners go some way towards 


meeting demands of Opposi- 
tion groups and student pro- 
testers, many of whim have 
accepted Mr Habibie only as 
a transitional leader. Stu- 
dent protests have resumed, 
following a lull after last 
week's resignation of Mr 
Suharto, and many demand 
Mr Habibie's dismissal 
because of his close ties to 
Mr Suharto and his regime. 

Mr Habibie is trying to set 
up an. advisory council on 
reform and has invited oppo- 
sition leaders to join it But 
several have declined for 
fear of being associated with 
a regime they see as unpopu- 
lar and temporary. 

Mr Muladi said he was 
reviewing the convictions of 
East Timorese pro-indepen- 
dence activists but added 
that communists would not 
be freed. He declined to clar- 
ify whether he was referring 


only those jailed shortly 
after the failed communist 
coup of 1965, or also to eight 
members of the People's 
Democratic party, who are 
serving terms of up to 13 
years for organising labour 
protests in recent years. 

The powerful armed forces 
would object to release of 
any commnnistn and regards 
the PRD as a communist 

movement, but the articles 
used to convict PRD mem- 
bers are relatively mlld- 

“These are half-measures," 
one western diplomat said. 
"Those 20-year , olds of the 
PRD could easily be freed. 
Habibie has to watch out 
that he does not repeat the 
mistake of Suharto, giving 
nominal promises just to 
keep the opposition at bay. 
He only has the goodwill of 
the opposition fbr a little 
while." 
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Japanese department 
stores’ sales increase 


( al ! 
■ a ** toll I 




Mukhtar Pakpahan (left), a trade union l ead e r, end Sri Bkitang 
Pamungkas, a university teacher, greet atTporiars from Cpmang 
prison yesterday before thek release AP 


April at Japanese depBrbnent stores showed the first 
year-on-year Increase for 13 months, but wore stJH much 
lower than' two years tflo and rotators said consumption 
remained depressed Sales rose &3 per cent in ApriMfom a 
year earlier, to Y71&5bn ($5j3hn), but were 6.9 par cent tower 
than in Apia 1996. The Japan Department Stores Association 
said the apparent Improvement was due to last year's sharp 
decline to coiwjrner spending immediateiy following the . 
increase to the consumption tax from 3 to 5 per cent m Apm 
1997. Department store sates fiaD dramatically that month, and 
sales figures have shown yaar-on-year declines every month 
since then. 

The association added that demand was still tow, particu- 
larly in corporate sates, affixxjgh spending on some pwsonai 
items' such as seasonal clothing had picked up. 

Other figures yesterday showed a smaller year-on-yoar 
Increase In supermarket sales, which were not hit as badly as 
department store sates by the tax increase. Supermarket 
sales in April were up 1.8 per cent from a year earlier, with a 
2-3 per cent Increase in food sates. Bethan Hutton, Tokyo 
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China to spur 
home loans 


POST-COLONIAL ELECTIONS ADMINISTRATION MAY FACE TOUGHER TIME IN LEGCO 


INDIAN CURRENCY 


By James Kynge to Beijing 


China is seeking to reverse a 
swift slowdown in economic 
growth by channelling funds 
toward the housing market 
and lifting hanking restric- 
tions on mortgage lending. 

The expected boost to 
house sales will, it is hoped, 
reinvigorate consumer 
demand and reverse an 
accelerating deflationary 
trend which is depressing 
corporate profits and invest- 
ment 

Mao Yingliang. president 
of the Shanghai branch of 
the People's Rank of C hina 
(PBOC), announced that all 
banks in China's biggest city 
may now start to extend 
mortgage loans through the 
Public Fund Reserve, which 
collects contributions from 
the government to prospec- 
tive house buyers and their 
employers. 

Previously, only the 
Shanghai branch of the Con- 
struction Bank, one of Chi- 
na’s “big four" state banks, 
was allowed to supply mort- 
gages through the Public 
Fund Reserve. Mr Mao also 
told local banks to earmark 
about 15 per cent of their 
new lending for mortgages 
this year, and a larger pro- 
portion next year. 

The moves are part of a 
nationwide drive to stimu- 
late housing demand before 
July 1. from which date the 
government plans gradually 
to abolish subsidised bous- 
ing. Banks have promised to 
make available more than 
RMBlOObn ($12bn) in mort- 
gages, up by more than 
RMB72bn from last year. 

Government economists 
believe that if all these loans 
are taken up. the resultant 


housing investment this 
year could contribute 1.8 per- 
centage paints to gross 
domestic product growth. 

Last year China's GDP 
grew 84 per cent but slipped 
in the first quarter of this 
year to 72 per cent. 

Some of the growth Impe- 
tus would come from 
increased construction and 
some would derive from 
sales of household appli- 
ances to house-proud new 
owners, economists said. 

But there are complica- 
tions. The prevailing climate 

Of d eflation and falling real 

estate values may convince 
some would-be home owners 
to wait for lower prices 
before buying, economists 
said. 

In some areas of China, 
such as the northern prov- I 
inces of Liaoning. Jilin. Hei- 
longjiang, and Inner Mongo- : 
Ha. workers receiving 
subsidised housing from 
thousands of insolvent state- 
run enterprises may be 
reluctant to spend their life 
savings at a time when their 
jobs are no longer assured. 

Mitigating this reluctance, 
though, are generous mort- 
gage terms under which 
people may borrow 70 per 
cent of the cost of their 
house at below market inter- 
est rates for a maximum of 
20 years. State-subsidised 
housing is to be sold to occu- 
pants at a steep discount to 
market prices, officials said. 
In addition, occupants will 
be pushed toward purchases 
by the likelihood that the 
peppercorn rents of the past 
will gradually start to 
increase. 


Pro-democracy parties sweep 
popular vote in Hong Kong 


Rupee at low against dollar 


.. ,. The Irefian rupee fefl to an 

aB-time tow against the dollar 
► yesterday following a ded- 


Zytl - slon by ratings agency Stan- 

r-r.y.i.V... ." K ?rcr*£*- J ■ ’ dard and Poor’s to change 


By John Ridding and 
Louise Lacas to Hong Kong 


Management: investing in 
Chma, Page 11 


I Hong Kong's pro-democracy 
parties dominated the popo- 
l lar vote in the territory's 
I first post-colonial elections, 
increasing pressure on the 
government to accelerate 
democratic reforms. 

Results announced yester- 
day for Sunday’s legislative 
elections, the first since 
Hong Kong returned to 
China last July, showed pro- 
democracy parties had cap- 
tured 14 of the 20 directly- 
elected seats, with more 
than 60 per cent of the vote. 

The 40 other seats, which 
were elected through com- 
mittees and professional 
associations, were domi- 
nated by pro-business and 
pro-Beijing groups. But the 
failure of the pro-business 
Liberal party to win a single 
seat in direct elections, sig- 
nalled a lack of popular sup- 
port 

The Democratic party, a 
vocal critic of the Hong 
Kong government and of 
Beijing, won 13 seats and is 
the biggest pari? in the leg- 
islature. Martin Lee, the 
party chief, swept back into 
the chamber along with the 
other pro-democracy leaders 
forced from the assembly at 
the handover. 

Because of the structure of 
the voting system, pro-de- 
mocracy forces will remain a 
minority to the legislature. 
But pro-democracy leaders 
said their showing supported 
calls for a rapid move to a 
directly-elected legislature. 

Michael DeGolyer. who 
oversees the Hong Kong 
Transition Survey on behalf 
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the outlook on India's credit 
rating from stable to negative 
.in the aftermath of the coun- 
try's nuclear tests and the 
imposition of US-led sanc- 
tions. Dealers said the cur- 
rency touched 41 .19 to the 
doOar before recovering to 
dose fractionally above 41. 
Many now expect the rupee 
to decSne further before set- 
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Tsartg Yok-sing, tender of the 
pro-Deamg D em o cra t ic ABanca, 
St the court y e s ter da y. He nar- 
rowly defeated a Democratic 
party ca nd Ma te 


^*9 04 betww*! 43 and 45 

^raawiiv ' > -X to th® dollar. The currency is 
. — - , ^ ■; undermined by fears 

that sanctions wffl teed 1o reduced inflows of foreign portfolio 
investment, grants and. multilateral loans. 

There are also concerns that the new "risk premium" 
attached to Indian corporate loans overseas has effectively 
cut Imfian companies off from external borrowing. 

A sudden stampede is highly unlikely in India's regulated 
currency markets - where forward speculation is banned and 
the Reserve Bank intervenes actively, often with the support 
of State Bank of India. But a weak rupee makes It efifficutt to 
cut Interest rates to boost India's moribund eco n omy. 

Krishna Guha, Bombay 


of Baptist University, said 
the distorted legislature - 
where the majority lack the 
public mandate of the minor- 
ity - could lead to ructions 
further down the line. 

“When you look at Indon- 
esia, where we had Suharto 
returned by 1,000 picked vot- 
ers, sometimes this sort of 
elitist veto does not hold, 
especially in times of trou- 
ble. We just need to hope 
that the currency peg holds, 
the economy holds." 

Emily Lau, leader of the 
Frontier, a pro-democracy 
group which won three 
seats, said: “I think people 
have spoken very loudly and 
clearly. They support democ- 
racy and the prodemocracy 
candidates have scored a 
resounding victory." 

Mr Lee called for direct 
elections for all 60 
legislative seats in elec- 


tions scheduled for 2000. 

The Basic Law, Hong 
Kong's post-colonial consti- 
tution, outlines a gradual 
increase in the number of 
seats to be contested 
through direct election. It 
provides for a decision to be 
made in 2007 on whether to 
move to a directly-elected 
legislature. 

Tong Chee-hwa, the chief 
executive, welcomed the 53 
per cent turnout, far higher 
than the 35 per cent recorded 
in 1995. “This demonstrates 
strong public support for the 
first elections and the 
people's confidence in one 
country, two systems," he 
said, referring to the formula 
which underpinned Hong 
Kong's return to China. Bei- 
jing also applauded the high 
turnout, but was silent on 
the support shown fbr pro- 
democracy forces. 


Mr Tung played down 
prospects of an acceleration, 
in political reforms' arguing 
Hong Kong's progress 
towards a fully-elected legis- 
lature should continue at the 
pace to the Basic Law. 

While commentators said 
the strong turnout con- 
founded claims of political | 
apathy, they said a number | 
of issues would have to be , 
tackled before a legislature 
could be directly elected. 
These include the absence of 
a ruling party and the rela- 
tionship between the execu- 
tive and the legislature. . 

In spite of a voting sy stem 
which will strengthen the 
hand of the government, and 
the presence of antes in' the 
40 indirectly-elected seats, 
political analysts predicted 
the administration would 
face a tougher time passing 
its legislative agenda. 


THAI DECREES 


Door opened to bond issues 


Thailand's parliament yesterday ratified four emergency finan- 
cial decrees allowing the government to raise a combined 
$18bn in foreign and domestic bonds and improve the pro- 
cess of disposing of the assets of 56 finance companies shut 
down late last year. 

Government officials called the passage of the decrees a 
matter of "fife and death* for toe troubled Thai economy, 
which is contracting under a severe liquidity crunch. Passage 
of the decrees had been delayed since Thursday of last week 
because of legal obstacles thrown up by. the polftica! opposi- 
tion. 

. Thejr ratification, by a surprisingly large margin of 204 to 
152, allows the government to submit Its fourth letter of intent 
to the I n ternational Monetary Fund today and appoint under- 
writers for the global bond issue later this week. 

But toe prospect of increased fiquidlty does not mean inter- 
est rates wfB fall in the short term, warned the new central 
baik governor, Chatumongkol Sonakui. He said that Interest 
rates would remain an snportant tool fbr the government to 
mange the economy, especially if it was aflowed by the IMF 
to run a deficit erf up to 3 per cent of gross domestic product 
this year. Ted Bardacke, Bangkok 






4- 


T- 7 * " - ‘ -*./ . 


INTERNATIONAL ECONOMIC INDICATORS: BALANCE OF PAYMENTS 


- - ■ ‘. 4 A: 

i - - * • v ***■ ■■ 



INCLUDES A NEW RANKING OF FT 500 COMPANIES 
BY TOTAL SHAREHOLDER VALUE 


7V*da tgunas «v given h bitans ot Etfopwn cmrancy units (Eo4- Tha Ecu tw e fta n u a rate rtiows tfw number of nattonat cwrancy units par Ecu. The nominal bUbcUw 
sxcfwigs rots is an Indax with l&XKIDQ. 


UHITH) STATES 


6BWANY 




FINANCIAL TIMES 
tinner 


Q: Who benefits from Shareholder value? 
A: Shareholders, employees and customers 
How can your company benefit? 


Shareholder Value, a management report from FT Finance, presents the issues around shareholder value 
techniques objectively in dear; non-technical language. The report explains how shareholder value can: 


i increase your company's competitiveness in today's global markets 

> enable you to appraise corporate performance, set renumeration packages for managers and analyse 
strategic options 

1 provide a financial measure of your management methods 


Shareholder value has benefited companies like Coca-Cola. Disney. Boots and ICL 
Order this report now to find out how shareholder value can benefit you! 
Published July 1997 Price £395/US$ 670 
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Includes illustrations from Daimler Benz, Boots and Lloyds T5B 


FT finance, Maple House, 1 49 Tottenham Court Road, London W1P9LL, UK. 


ORDER THIS ESSENTIAL REPORT NOW 

Return Address: Customer Services, FT Finance, 
Maple House, 149 Tottenham Court Road, 
London W1P 9LL UK. 

Tei 444(0)171 896 2294 
Fax 444(0)171 896 2274 
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Saddam Canadian hockey teams cry 
usforces f° u l as poor results continue 


withdraw 


By Nancy Dunne 
in Wash in gton 

W illia m Cohen, US defence 
secretary, yesterday warned 
Saddam Hussein, Iraq’s pres- 
ident. against “taking com- 
fort” from partial with- 
drawal of US troops in the 
Gulf because a rapid deploy- 
ment force could be reconsti- 
tuted in 48 hours. 

“Hie bomber force can go 
back in very quickly." he 
said in a US television inter- 
view yesterday. “We will 
have far more pre positioned 
equipment," 

The Pentagon announced 
on Sunday that the aircraft 
carrier Independence with 75 
aircraft was being with- 
drawn from the Gulf, accom- 
panied by five ships. This 
wiD leave the carrier John 
S tennis in the Gulf, as well 
as 280 aircraft and 17,000- 
20,000 troops. 

US forces were sent to the 
region last November when 
Iraq denied United Nations 
weapons inspectors unfet- 
tered access to sites sus- 
pected of containing chemi- 
cal and biological weapons. 
“Tensions have eased some- 
what. but he [Saddam 1 
remains a threat to the 
region," Mr Cohen said. 

US President Bill Clinton 
has yet to make a formal 
decision to reduce the force 
level in the Gulf and the lat- 
est moves can be reversed. 
In the meantime, it is neces- 
sary to rotate troops who 
have been serving six 
months in a “combat zone". 

The independence, the old- 
est US carrier, is already 
moving towards Japan. 
Unless there is an emer- 
gency it will proceed to 
Hawaii and then Washington 
state for decommissioning. 

A Pentagon spokesman 
said the partial withdrawal 
“should not be misinter- 
preted as a lessening of US 
resolve". Congress was 
expected to approve soon the 
Sl-9bn requested by the Pen- 
tagon far the additional cost 
of keeping a force to 
threaten Mr Saddam “in case 
he gets up to his old tricks". 


By Edward Aldan in Toronto 

These are not the best of 
times for Canada’s national 
sport. Not a single 
team reached the semi-finals 
of the Stanley Cup. profes- 
sional hockey’s top prize, 
which started at the week- 
end. Canada bas not brought 
home the cup, which goes to 
the winner of North Amer- 
ica's National Hockey 
League championship, since 
the Montreal Canadiens won 
it in 1993. 

Internationally the coun- 
try has fared little better. 
The Olympic hockey team, 
the brightest coDection of 
stars the country could 
assemble, finished fourth in 
the Nagano Olympics, losing 
to the Czech Republic and 
Finland. Canada did not 
even reach the medal round 
in the world hockey champi- 
onships last weekend. 

While most Canadians 
acknowledge that Europeans 
and Americans are getting 
better at the sport they once 
dominated, the heads of Can- 


ada’s six National Hockey 
League franchises have a dif- 
ferent explanation: unfair 
competition. 

In one of the more enter- 
taining shows to come to 
Canada's parliament 
recently, the leaders of the 
hockey establishment told 
MPs last month that the 
problems facing hockey in 
Canada were just like those 
of the aerospace and other 
high technology industries. 

“We suffer a competitive 
disadvantage^" says Rod Bry- 
den. president of the Ottawa 
Senators. “Hockey is now a 
global industry, where cities 
compete with unfair subsi- 
dies to attract the best fran- 
chises and players from 
around the world. Unless 
Canada provides a level 
playing field for its hockey 
teams, they swill not likely 
survive." 

Ken Dryden - the star 
goaltender for the Montreal 
Canadiens team, which won 
the Stanley Cup six times 
during the 1970s - who is 
president of the Toronto 


Maple Leafs, says the six 
teams suffer tbe common 
handicap of a weak dollar 

and high taxes. This bas 
brought several franchises to 
the brink of bankruptcy. 

Two cities. Winnipeg and 
Quebec, have already lost 
their teams to the US. Tbe 
Edmonton Oilers almost left 
this spring for Houston 
before they were rescued by 
load investors. 

To tbe casual fan the big- 
gest problem appears to be 
the exorbitant salaries 
earned by NHL stars. The 
Calgary Flames, for example, 
bad a total payroll of C$5 ,8m 
in 1989 when they won the 
Stanley Cup; today the fig- 
ure is CS25.8m (U S3 17.6m). 
Even that is near the bottom 
of the league, which is where 
the Flames have finished in 
recent years. 

The clubs cite two other 
problems. Tbe first is the 
exchange rate of the Cana- 
dian dollar. Which re mains 
below 70 US cents while 
players' salaries must be 
paid in US currency. Mon- 


treal president Ronald Corey 
says that whenever the dol- 
lar loses a penny, it costs his 
tram CS300.000. Tbe league 
has instituted a Canadian 
currency equalisation plan, 
under which US teams con- 
tribute about C$2 .5m annu- 
ally to each of their belea- 
guered Canadian brethren. 

The second problem is 
taxes. The six Canadian 
teams paid a total of C$L4m 
in property and capital taxes 
last year compared with the 
equivalent of C$4. 1m for all 
20 US clubs combined. Thir- 
teen American teams paid 
no taxes at all. 

US cities, eager for the 
prestige that comes with lur- 
ing a professional sports 
franchise, have built arenas 
and offered long-term tax- 
free deals to attract hockey 
teams to such unlikely 
places as Florida and Nash- 
ville. Tennessee. If hockey 
were covered under the 
North American Free Trade 
Agreement, quips parliamen- 
tary opposition leader Pres- 
ton Manning. Canada could 
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On the defensive: The Ottawa Senators C« white} take on the Carolina Hurricanes earlier this year A P 


probably launch a successful 
dispute case against unfair 
US subsidies. 

Despite Canadians' love of 
hockey, the plea for govern- 
ment largesse seems 
unlikely to win much sympa- 
thy from fens wbo see too 
many of tbe stars as over- 
paid moaners and too many 


clubs as badly managed. But 
the owners missed no oppor- 
tunity to curry sympathy by 
tugging at the fragile Cana- 
dian sense of identity. 

Calgary president Harley 
Hotchkiss grows misty-eyed 
recounting his childhood in 
rural Alberta, skating on fro- 
zen farm ponds using his 


hoots as goalposts, and 
huddling around the radio to 
listen Lo broadcasts of tbe 
Maple Loafs' games. 
“Hockey is a unique com- 
mon bond that helps to iden- 
tify us and keep us together 
as Canadians." he says. “It 
deserves whatever govern- 
ments can do to save it." 


Virgin Islands 
clears oil stake 


Upheavals in Ecuador rattle foreign investors 


Justine Newsome on the long-running political crisis that is 
leading to slower growth and accelerating inflation 


By Canute James in Kingston 

Legislators in the US Virgin 
Islands have approved the 
purchase of a 50 per cent 
stake in Hess Oil Virgin 
Islands Corporation by 
Petroleos de Venezuela 
(PDVSA). Tbe Venezuelan 
company will pay $625m 
over 10 years. 

In addition to its stake in 
the 425,000 barrels per day 
(bpd) refinery, PDVSA will 
build a 45.000 bpd coking 
unit in the next two years, 
and supply between 155,000 
bpd and 270.000 bpd of heavy 
crude to the facility for 
20 years after the coker is 
built. 

The 20-year supply con- 
tract was a condition 
demanded by PDVSA. 

Tbe Venezuelan group and 
Hess Oil concluded the 
agreement earlier this year, 


but they had to await ratifi- 
cation by the US territory's 
Senate as legislative 
approval was needed for a 
continuation of tax conces- 
sions granted to Hess OiL 

Under the accord the refi- 
nery will pay $2m more each 
year in property taxes after 
the coker is built, bringing 
the company's total property 
tax bill to Sl4m. It will also 
make a 88m contribution to 
education in the US terri- 
tory, situated in the 
north-east Caribbean. 

Hess Oil is exempt from 
US import duties on the 
crude which it brings to the 
Virgin Islands, while petro- 
leum products it ships to the 
US mainland are duty-free. 

Hess sought PDVSA’s part- 
nership in the refinery, one 
of the largest in the world, 
following accumulated losses 
of about $L2bn since 1991. 


“Ecuador is sinking” was the 
headline of Guayaquil’s busi- 
ness daily newspaper, El 
Universe, earlier this year. It 
was not referring just to tbe 
El Niflo flood waters which 
have devastated tbe coun- 
try's coast, leaving more 
than 20.000 people homeless, 
washing away 2,500km of 
roads and causing farmers 
losses exceeding $lbn. 

El Nino and a drastic drop 
in the price of oil. Ecuador's 
largest export and generator 
of 35 per cent of government 
revenues last year, have 
combined with political 
upheavals to leave the coun- 
try in crisis. 

Economic indicators 
reflect this. Growth is likely 
to slow to 1.5 per emit this 
year, against an average 
annual rate of 2.5 per cent 
since 1995, according to Fidel 
Jaramillo. former head of 


the central bank. Inflation 
could accelerate to more 
than 40 per cent, from 30.7 
per cent last year and a low 
of 229 per cent in 1995. This 
year's fiscal deficit exceeds 6 
per cent of gross domestic 
product. 

But the country’s biggest 
problems are still political. 
The government of AbdaJS 
Bucaram, tbe last democrati- 
cally elected administration, 
was curtailed by Congress in 
February 1997 after only six 
months, following allega- 
tions of corruption. 

Now scandals are pla g uin g 
the government of Fabian 
Alairdn, Mr Bucaram ’s con- 
gressionally appointed suc- 
cessor. 

Mr Alarcon will have just 
18 months in power before 
handing over to a newly 
elected president The first 
stage of presidential elec- 


tions an Sunday is followed 
by a second round run-off on 
July 12. The winner takes 
office in August 

Heading a weak coalition 
government, the interim 
president has been reluctant 
to take tough decisions on 
economic reform which 
could lose him or bis party 
votes. Meanwhile, a national 
assembly elected last year to 
reform tbe constitution has 
been at loggerheads with 
Congress and the president. 

Foreign investors have 
been losing faith. The coun- 
try’s first big sell-off - of 
telecommunications com- 
pany Emetel - has been can- 
celled twice in six months 
due to lack of bidders. The 
prices of Ecuador’s Brady 
bonds, paper exchanged for 
distressed commercial bank 
debt, are the cheapest in 
Latin America. 



Alarcdn: week coafitkm 

“Things can't get much 
worse and more bad news 
won’t mean much. Ecuador's 
real problem is govemabil- 
ity.” says an analyst at one 
New York investment bank. 

The national assembly has 
introduced reforms aimed at 
strengthening the executive. 
For example, a minister 


impeached by Congress will 
no longer be automatically 
dismissed. Impeachment pro- 
ceedings and the consequent 
high turnover of ministers 
have consistently disrupted 
congressional business and 
policymaking. 

Mid-term congressional 
elections, which have tended 
to cut a president's support 
in Congress, have also been 
eliminated and Congress's 
power over the state budget 
has been limited. 

Any new government w-ill 
have tbe advantage of a 
receding El Nino and a full 
4* j years to carry out a pro- 
gramme. Now investors are 
looking to a new president to 
take advantage of tbe consti- 
tutional changes. 

“Without a big rally in oil 
prices, the value of Ecua- 
dor's Brady bonds is depen- 
dent on tbe election result 
and if we finally see 
reforms," says on New York- 
based investor. 



World leader in Environmental 
Services and one of the major 
European leaders in Communi- 
cation and Construction,Vivendi 
employs 220,000 people in 90 
countries. Its turnover Is close 
to $35 bn and its net income is 
expected to exceed $l.lbn in 1998. 
Vivendi’s market capitalisation 
is close to $30bn (mid 1998). Vivendi is part of the DJ Euro Stoxx 50. 

In Europe too, Vivendi’s activities are every day helping to improve the quality of 
life for millions of people and the company has annual sales here of more than $30bn. 

Through Vivendi and its subsidiary Compagnie G£n4rale des Eaux, more than 
35 million Europeans have the benefit of our water and waste-water facilities. With 
their services geared to quality and convenience, our teams are active in France, the 
UK, Spain, Italy and Central Europe in particular. 

Vivendi is also the leading European company in the field of heating energy 
management. The Compagnie G6nerale de Chauffe ensures heat and comfort for 
several million people in 23 European countries. 

Through Onyx, Vivendi provides waste management services all over Europe in 
major cities such as Paris, London (City of Westminster) and Birmingham. Onyx is active 
across the whole chain of urban cleaning, recycling and in waste recovery and incineration. 

In the field of public road or rail transport (through CGEA in Nice, through 
Connex in London, through DEG in Munich and elsewhere in Europe), Vivendi carries 
more that 600 million European passengers per year. 

The Channel Tunnel, the Vasco da Gama Bridge in Lisbon and the Siade de France 
are aii the state-of-the-art technical achievements of Vivendi’s SGE construction subsidiary. 

CGIS. Vivendi's property subsidiary. Is the leading commercial property operator 
in Europe, building almost 1 0,000 individual and group units each year. 

Quality of life for today and tomorrow means the exchange of images and 
information. Vivendi through Cegetel and Havas is active in mobile and fixed telephones, 
the Internet, publishing and multimedia. Vivendi is also a share holder of Canal Plus, 
the European leader in pay-TV and digital TV. 
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Mediators urge Canada aviation change Cas P ian 

- -• . YWAim 


By Jonathan Wheatley 
a&oPaulo 

Mediators in a dispute 
between Canada and Brazil 
over alleged subsidies to 
both countries' aviation 
industries have recoin* 
mended the prohibition of 
contributions offered by the 
Canadian government in the 
form of Joint ventures to 
Bombardier, the Montreal- 
based aircraft manufacturer. 

A source close to the talks 
said joint ventures offered 
by the Canadian government 
amounted to import substi- 


tution subsidies and ran con- 
trary to World Trade Organi- 
sation agreements. 

The recommendation is 
contained in a report pre- 
pared by independent negoti- 
ators appointed to defuse an 
escalating dispute between 
the two countries, arising 
from growing rivalry 
between Embraer of Brazil, 
and Bombardier, the main 
competitors in the global 

market for civil regional jets. 

The report was presented 
to the two governments ear- 
lier this month and is expec- 
ted to form the basis of a 


treaty on aircraft exports. 

The source said the recom- 
mendation was based on 
ftmffwgg that the Canadian 
government had entered 
joint ventures with Bombar- 
dier and subsequently writ- 
ten off its investments as 
losses, granting in effect 
import substitution subsi- 
dies. Both practices were 
proscribed by the WTO. 

The mediators were 
appointed after Jean Chre- 
tien. the Canadian prime 
minister, met Fernando Hen- 
ri que Cardoso, Brazil's presi- 
dent. during a visit to Brazil 


in January. Both govern- 
ments had threatened to call 
for bilateral talks at the 
WTO. Canada accused Brazil 
of providing subsidies to 
Embraer, the Brazilian man- - 
ufacturar privatised In 1994, 
through its export pro- 
gramme. known as Proex. 
Brazil subsequently accused 
Canada of direct subsidies to 
Bombardier. The leaders 
agreed to suspend calls for 
talks and appoint indepen- 
dent mediators. 

The report was submitted 
to the governments earlier 
this month. It found that 


Proex was a legitimate pro- 
gramme but recommended 
measures be taken to guard 
against its potential abuse 
by commercial banks. Proex 
provides finance for export- 
ers at Interest rates much 
lower than those available to 
Brazil, but in line with levels 
on international marten; . 

Bombardier leads the mar- 
ket with 330 firm orders for 
its BD-seat Canaria ir Regional 
Jet Its dominance has been 
challenged by Eznbraer's 
ERJ-145, which has led the 
company’s turnaround 
privatisation. ' 


Embraer has 180 firm 
orders fa- the aircraft and 
246 options- It recently 
launched' a 37-seat -version, 
the ERJ-135. for which- It has 
73 firm orders and 122 
options. Embraer is Consider- 


group 

awaits 


EU tariff 
cuts for 
labour 






shake-up pledges 


hardier after it was excluded 
from a Nalb contract man- 
aged by Bombardier tor sup- 
ply of training aircraft in 
Canad a. Embraer had been 
due to supply its Tucano 
trainer in a 3100m deal and 
claims ft was excluded as a 
result of the success of the 
ERJ-145. • . . 


BA and American fly through flak from 
Justice Department’s antitrust guns 

But a bigger test is to come when the Transportation Department considers the fate 
of the two airlines’ proposed alliance. Richard Woffie reports from Washington 


B ritish Airways may try 
to draw some comfort 
from the US govern- 
ment's first views on BA's 
long-delayed alliance with 
American Airlines. 

But if there is some sug- 
gestion or room Tor manoeu- 
vre over scarce take-off and 
landing slots at London's 
Heathrow airport, there is 
little doubt that the US Jus- 
tice Department is strongly 
opposed to almost every 
aspect of the BA-AA deal. 

In a 43-page submission to 
the Transportation Depart- 
ment last week. US antitrust 
officials said there was no 
basis for allowing the deal to 
go ahead in its current 
shape. “The alliance as pro- 
posed will significantly 
reduce competition in many 
US-UK city pairs, without 
producing sufficient efficien- 
cies to outweigh the harm." 
it said. 

In short, if the Justice 
Department were reviewing 
the alliance under antitrust 
laws. It would seek to block 
the deal. 

It is fortunate for the two 
airlines that antitrust offi- 
cials are not the final judges 
of whether the deal should 
be approved by the US gov- 
ernment. Instead, the Trans- 
portation Department has 
the power to approve the 
deal if it finds the alliance 


will bring public benefits 
that outweigh the harm to 
transatlantic competition. A 
final decision is expected 
later this year. 

Chief among these public 
benefits is an “open skies" 
bilateral treaty. But the Jus- 
tice Department concludes 
the deal would still need to 
be rewritten, in addition to 
an “open skies" treaty. 

The department's demands 
consist of two proposals - to 
“carve out” some transatlan- 
tic routes, and to allow 
rivals more access to the 
severely constrained facili- 
ties at Heathrow airport. 

BA and American would 
have to make available 
enough slots for at least 24 
daily round trip flights - or 
336 weekly takeoff and land- 
ing slots - to open Heathrow 
to its competitors. That com- 
pares with 350 slots 
demanded by the European 
Commission, whose propos- 
als BA has already rejected 
as excessive. 

The Justice Department 
breaks down the 24 daily 
round-trips into two areas. 
One set of slots - represent- 
ing 14 daily round-trips - 
needs to be divested on 
routes where new rivals are 
likely to enter. 

Another set of slots is 
needed to bolster an “open 
skies" agreement. Antitrust 


officials say “open skies" 
will not free up the market 
enough to counter the alli- 
ance’s damaging Impact, 
because Heathrow’s capacity 
is so constrained. 

BA says it is encouraged 
by this distinction, arguing 
it will have to give up slots 
for only 14 dally ronnd-trips. 
But the Justice Department 
is unclear on this point. 
While it admits the source of 
the extra 10 slots is “irrele- 
vant". it insists the alliance 
should be forced to divest 
slots for all 24 round-trips if 
other sources are unavail- 
able. hi any case, both sets 
of slots would have to go to 
rivals of BA and American. 

Because the UK govern- 
ment says it cannot create 
new slots under an “open 
skies" agreement, the Jus- 
tice Department says it is 
unlikely that new slots win 
emerge in time to compete 
with the 

The department rejects the 
alliance’s argument that its 
rivals could buy slots from 
other airlines, saying the 
prices would be too high. It 
also rejects the UK Office of 
Fair Trading’s proposal to 
divest slots for just 12 daily 
round-trips. 

At the heart of Justice 
Department concerns is that 
the two airlines are arch 
rivals. “American’s aggres- 


sive growth since It acquired 
TWA’s route rights in 1991 
has made it BA's primary 
rival for most of its US-UK 
service.” the report says. 
“Current frequency and 
c a pac i t y levels are largely a 
result of the AA-BA rivalry." 

In New York, tor instance, 
a tie-up would give the two 
not just the lion’s share of 
traffic but also the strongest 
brands and most attractive 
frequent flyer schemes. On 
top of such marketing 
strengths, BA has a “reser- 
voir of Heathrow slots” 
which give it the greatest 
scope to add more flights. 

Compared with other air- 
line alliances. BA’s link-up 
with AA affects far more 
passengers and dominates 
the transatlantic market 
Justice officials said. The 
consumer benefits are also 
more limited than other alli- 
ances, because of the exten- 
sive nature of both Ameri- 
can’s and BA’s own airline 
networks. BA already serves 
19 US cities, which are cen- 
tral to transatlantic flights. 

BA and American would 
together be the dominant 
service on six non-stop 
routes across the Atlantic, 
where the two airlines cur- 
rently compete. The routes 
include New York, Boston, 
Miami and Los Angeles. 

On the other two Heath- 



Tails op: BA is stB hoping to win approval for American dart 


row routes, Dallas and Chi- 
cago, the airlines' position is 
so do minant that antitrust 
officials say file routes 
should be excluded or carved. 
OUt of the aTlianrw- 
Joel Klein, head of the 


antitrust division at the Jus- 
tice Department, said: “From 
a competitive point of view, 
this is a troubling alliance 
and therefore only a very 
strong remedy could possi- 
bly justify its approval." 


By Robert Corine in Almaty 

A management shake-up is 
expected, over the next few 
weeks at the Caspian- Pipe- 
line Consortium (CPC), the 
$2bn project to bulM the first 
new oil export system from 
the Caspian Sea region since 
the- break-up of the Soviet 
Union. - - 
■ The planned shake-up Is 
part of a package of mea- 
sures which shareholders 
have planned to put the’prcj- 
ect back on track after man- 
agement last year failed to 
meet their targets, according 
to western executives dose 
to the consortium. 

The project- funded by 10 
of the vrorid’s biggest' inter- 
national oil companies - 
envisages a 1,500km pipeline 
to run' fr om the Tengiz oil 
field in western Kazakhstan 
to a dedicated deport termi- 
nal near the Russian Black 
Sea port of Novorossiysk. 

However, the project has . 
been plagued by. political , 
and commercial disputes 
since Its inception in 1992. 
The progress of CPC has 
been watched closely by the 
world's oil industry, which 
sees it as a bellwether for I 
international co-operation in 
opening the vast oil 
resources of the Caspian to 
world markets. " 

The top six jobs at CPC 
are reserved for certain com- 
panies within the .consor- 
tium. The general director is 
nominated by Lukoil, the 
Russian oil company. : • ' 

Senior posts are also 
reserved for other big share- 
holders, such as Chevron 
and Mobil of the US - which 
between them own TO per 
cent <S Tengiz - and Ros- 
neft, Russia’s largest remain- 
ing state-owned oil company. 

Shareholders are . thought 
to have been especially con- 
cerned about the failure of 
top CPC executives to dele- 
gate authority. In addition to 
management changes, share- 
holders are opected to set 
new performance targets for 
the CPC They will also mon- 
itor more closely the prog- 
ress of the consortium. 


By Nefi Buckley in Brussels and 
Frances WMmis ta^Senew ^ 

European Union trade 
ministers yesterday agreed 
to offer tariff cuts worth up 
to EcuTSOm (5884m) a year to 
developing countries that 
sign up to international stair- 
ilards 4)0 child labour and 
environmental protection; 

The move marks a signifi- 
cant shift from the tradition- 
ally punitive stance towards 
countries toiling to respect 
such standards - often 
involving trade sanctions — 
to an incentive-based, 
approach. 

The EU incentives plan 
applies to developing coun- 
tries winch already benefit 
from the so-called General- 
ised System of Preferences 
(GSP), reduced tariffs for 
manufactured goods and pro- 
cessed agricultural -products 
imported into the EU. The 
tariff cuts range from IS per 
cent to total exemptions. 

Special incentives will be 
available to countries which 
implement the substance of 
three International Labour 
Organisation (TLO.) conven- 
tions. 

They must allow trade 
unions, collective bargain- 
ing, and aim to eradicate 
child labour- They must also 
meet standards for forest 
preservation set by the Inter- 
national Tropical Timber 
Organisation. 

If all GSP countries signed 
up to measures making them 
eligible for the special incen- 
tives, they would save same 
Bcu790m a year. 

Member states of the ILO 
are due to adopt a solemn 
declaration on core labour 
standards at this year’s 
annual conference, which 
opens next week. 

In addition, the conference 
will give a . “first reading” to 
an ILO convention aimed at 
fhp rapid elimination of the 
most intolerable forms of 
child labour and exploita- 
tion. 

The ILO estimates that 
some 250m children in devel- 
oping countries are working 
fall or part-time. 
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Rand fears grow as capital flow eases 


ftp Greta Steyn is Joftaanssueni 


The Good or foreign capital 
into South Africa has dried 
up abruptly in the past 
month, raising fears of a cur- 
rency crisis and casting a 
pall over the interest rate 
outlook. 

The Reserve Bank. stepped 
up its efforts to allay con- 
cerns over the currency yes- 
terday after the rand fait a 
fresh record low of R5 J.7 to 
me US dollar in New York 
over the weekend. It dosed 
yesterday at R5.14. The mar- 
kets were awash with 
rumours of substantial cen- 
tral bank intervention In the 
market - put at $ibn-$2bn. 


“The rand’s recent weak- 
ness has no fundamental 
basis and appears to have 
been exace rbated by specula 
tors trying to induce ireta- - 
baity,” said James Cross, 
deputy governor of the 
Reserve Bank. Mr Cross also 
said the rand's depreciation, 
which was less than 2 per 
cent this month, was “noth- 
ing in international terms if. 
one looks at what has hap- 
pened to other emerging 
markets recently". 

Currency traders and ana- 
lysts believed the present 
wobble in the markets was 
small - until the. Reserve 
Bank governor, Chris Stals, 
(-nTTv^Ttg ri ffid on the situation 


last week. Mr Stals described 
the gjtnatlon in global mar- 
kets, which saw investors 
losing their appetite for risk ‘ 
-in emerging markets, as 
“very, very dangerous". 

The comments triggered a 
seU-oS in bonds last week 
from which the market is 
struggling to recover. -Hie 
enthusiasm of foreign portfo- 
lio investors, which was 
already cooling down rap- 
idly, froze as worries about 
the currency deepened. 

Net foreign purchases of 
Sooth African brads, run- 
ning at an average of R4hn 
(*780m) a month tmtn April, 
frp to almost nnHihig tills 

month. Baying of equities 


has also declined, with ana- 
lysis saying the foreign 
inflows into the Johannes- 
burg stock exchange are 
probably being offset by 
South African financial insti- 
tutions’ scramble to take 
cash, out of the country 
through asset swaps. . 

The pause in foreign capi- 
tal inflows creates a head- 
ache for South African 
policymakers, as there is a 
current account deficit that 
heeds to be financed without 
depleting low foreign 
exchange reserves. But ana- 
lysts do not believe that a 
seU-off of the -rand own to 
1396, when it lost about 20 
pear cent of its value, would 


be justified. “In 1996, there 
was a policy vacuum. Now 
we have a clear idea erf what 
the South African govern- 
ment wants to da On funda- 
mentals. there is no reason 
for the rand to depreciate 
sharply.” said J. P. Morgan 
analyst Maarten Zuurmond. 

He said the rand hart been 
vulnerable for some weeks. 
The reasons were that inter- 
est rates in the money mar- 
ket bad been too low, inves- 
tors had less appetite for 
risk in emerging markets 
given the turmoil in Indon- 
esia and the problems in 
Russia, and Mr Stals’s com- 
ments haij caused concern. 
“The rand is -undergoing a 


necessary adjustment. It 

would be wrong to have an 

overvalued currency in tire 
present international envi- 
ronment for emerging mar- 
kets,” he said. 

Mike Brown, economist at 
Socfeto Generate Frankel 
Poliak, said the rand tended 
to have “a staircase" depre- 
ciation against the dollar, 
with a marked depreciation 
followed by a period of sta- 
bility. “The rand is undergo- 
ing a necessary adjustment 
It would be wrong to have 
an overvalued currency in 
the present international 
environment for emerging 
markets,” he said. 
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said the capital outflows, 
rand depreciation and 
increase in money market 
interest rates reflected 
global developments rather 
than a change in domestic 


World banking system is a 
‘money launderers’ dream’ 

Report says the ease and speed of 'megabyte money* make it 
simple to conceal crooked cash, writes Ian Hamilton Fazey 

I t was the biggest money probably a conservative esti- And even though half the 
laundering investigation in Tn a good year, up to total volume of transactions 

US history. Evidence had $5O0m will be recovered are bank-lo-bank transfers of 
been gathered secretly over through anti-money launder- aggregate funds for settle- 
many months by undercover ing .measures - an overall ment or loans, the report 
officers risking their lives, awntwi success rate of about says the "complicity of car- 
The suspects were lured to a quarter of X per cent, of . rupted bank employees” 
Las Vegas for a conference laundered fluids. Operation ensures these also contain 
on - money laundering: Casablanca, with H57ta, will laundered money. 

Then the police struck, probably help make 1938 "TUs system Is a money 
arresting 22 banking officials good, but hardy vintage. ' latmderer’s dream.” 
from 12 of Mexico's largest The report has been pre- The one thing law enforce- 
flnanctni institutions, plus 14 pared by a group of exp er t s rnant officers have on their 
alleged members of -Mexican for a special session of the side is that criminals have to 
and Colombian drug cartels ' UN General Assembly cm . play by the rules of the sys- 
and another 70 people linked drugs next month in New tern in order to use it. While 
to them. Seizure warrants York. With the growth of the it is almost impossible to 
were issued to recover $122m international drug trade, spot transactions in progress 
from bunk accounts in the . more ill-gotten money is once money is in the system. 



Mexican women pretend to wash and iron money tn a protest fast weak against money laundering AP 


capacity is lacking.” 

Some offshore centre 
banks are little more than 
"closets with computers,” 
says the report, yet they 
have fun access to the inter- 
national financial system. 
Often, they also have corre- 
spondent status with princi- 
pal dearers in the US and 
UK, which themselves 
appear to have sometimes 
been insufficiently diligent 
in making correspondence 
arrangements. Transactions 
between correspondent 
banks are rarely questioned 
by tbe senior bank and 
depositors assume that cor- 
respondence guarantees a 


US and Italy, to add to $35m 
seized so far. The operation 
so damaged confidence in 
Mexican banks that their 
shares fell collectively by 4 
per cent in panic selling. 

But as Operation Casa- 
blanca struck its blow in the 
Americas, officials of the 
United Nations Drug Control 
Programme in Vienna were 
editing the final version of a 
report - to be released soon 
- that puts tbe US triumph 
into a gloomy perspective. 

It says that at least $200bn 
of drug money is laundered 
every year, but with the ille- 
gal international drug trade 
valued at $500bn, this is 


being teundered than ever, 
partly an the bade of elec- 
tronic banking and the 
increasing globalisation and 
speed of operation of the 
international financial sys- 
tem. 

Cashless transactions, 
electronic trading, and com- 
puterised niaarmg mean that 
what the report calls “mega- 
byte money” can be moved 
anywhere with speed and 
ease. With 700,000 wire 
transfers worth f2,000bn 
every day the report says it 
is "a reasonable guess that 
0,05. per cent to 0,1 per 
cent . . . contain laundered 
finals to a value of gsoom”. 


rrtmtnalg ha vp tO risk expo- 
sure in putting it there. UN 
officials want the process 
made riskier. 

At present, criminals 
reduce their risk by operat- 
ing through offshore finan- 
cial havens with lax finan- 
cial regulation and poor 
banking supervision. They 
also hide behind hanking 
secrecy, and disguise the 
ownership of assets by set- 
ting l® shell com pani es and 
offshore trusts in jurisdic- 
tions where no questions are 
asked about shareholders 
and b enefi ciaries. 

Many accounts and trusts 
are known as “walking* 


ones, where there is a stand- 
ing instruction to move the 
accounts to another jurisdic- 
tion at the first sign of 
inquiry by the authorities. 

UN officials accept that 
commer cial confidentiality, 
legal tax avoidance and the 
easing af c apit al transfers at 
low or nil tax rates are legiti- 
mate reasons for hank 
secrecy and disguising cor- 
porate ownership, but they 
say the system is too lax in 
some places, allowing infil- 
tration for Dfldt or nefarious 
purposes. 

"One of the most striking 
fhrng R about offshore finan- 
cial centres is the enormous 


increase that has taken place 
in the number of banks,” 
says the report Banks can 
be set up with relative speed 
and ease and a mmhnmw of 
due diligence investigation, 
as long as they meet a basic 
level of funds, which can 
▼ary between one jurisdic- 
tion and another. 

“This provides enormous 

opportunities for fraud 

It also offers attractive 
opportunities to create new 
banks in jurisdictions where 
regulations are either mini- 
mal or not always vigorously 
enforced - either because of 
a lack of will ... or because 
monitoring and supervisory 


measure of safety. 

To try to get a better grip 
on the problem. UN officials 
will ask member states to 
tegtatate by 2003. The empha- 
sis is on systemic reform 
rather than specific tinker- 
ing. The principles of bank 
secrecy, and the future of 
financial havens, trusts, 
shell companies and shell 
hanks will be the main tar- 
gets. 

What is certain is that the 
international community 
will have to display a much 
greater degree of political 
will for this to get anywhere. 

In 1988, UN member states 
adopted the Convention 
Against Illicit Traffic in Nar- 
cotic Drugs and Psychotro- 
pic Substances, which in the- 
ory made money laundering 
an internationally recog- 
nised crime and gave author- 
ities the right to trace, 
freeze, seize and confiscate 
assets, notwithstanding 
banking secrecy. 

As of February this year, 
however, 40 states of the 
UN's 185 members had still 
to sign the convention. 
Moreover, of those that have 
aigngrt, UN "ffirfaiR estimate 
that fewer than 30 are imple- 
menting anti-money launder- 
ing measures substantially 
compliant with the conven- 
tion. 

financial Havens, Banking 
Secrecy and Money Launder- 
ing, tom be published early 
next month by the United 
Nations Office far Drug Con- 
trol and Crime Prevention, 
PO Box 50ft A-1400 Vienna, 
Austria 


Surprise 
Saudi 
visit by 
Arafat 

By Judy Dempsey in Jarusatem 

Yassir Arafat, president of 
the Palestinian Authority 
(PA), has made an unex- 
pected visit to Saudi Arabia 
amid attempts by the Pales- 
tinians to convene an Arab 
summit aimed at freezing 
relations with Israel. 

Mr Arafat had talks with 
King Fahd. Meanwhile 
Sheikh Ahmed Yassin, 
founder of Hamas, the 
Islamic resistance move- 
ment, visited Syria after a 
visit to Saudia Arabia where 
he was warmly received. 

Tbe PA and Hamas are at 
loggerheads over tbe strat- 
egy to adopt with Israel and 
the peace process. Mr Arafat 
is under pressure from the 
US and Israel to arrest ter- 
rorists suspected of belong, 
ing to Hamas, which has 
claimed responsibility for 
several suicide bomb attacks 
on Israeli civilian targets. So 
far. Hamas has not openly 
challenged Mr Arafat's lead- 
ership. fearing a civil war. 

However, this could 
change following a meeting 
yesterday in Damascus 
between Sheikh Yassin and 
George H abash, leader of the 
Popular Front for the Libera- 
tion of Palestine (PFLP), a 
radical Marxist group and 
opponent of the lsraeli-Pales- 
tmian peace accord. 

“We agreed to form a Pal- 
estinian front tbat would 
confront Israel with all pos- 
sible means." Mr Habash 
said after the talks. Mr Ara- 
fat is already under pressure 
from Fatah, his political 
power-base, which is re- 
examining its support for 
the PA's backing of the 
peace process. 

Syria yesterday con- 
demned Israeli plans to set- 
tle more Jews in the occu- 
pied Golan Heights, saying 
Benjamin Netanyahu, Israeli 
prime minister, was blocking 
all roads to peace. Syria's 
criticism follows repeated 
public condemnation of 
Israel by Jordan. The king 
says be no longer trusts the 
Israeli premier to keep peace 
agreement promises. 
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JAPAH CONCERN O N TRADE RELATIONSHIP 


Blair steps 
into row 
over visit 
by emperor 


BRITAIN 


Baker takes on French 
to become bread winn er 

Alison Maitland meets the man who become a millionaire by 
learning, then improving, methods used across the Channel 


By Andrew Patfcer and Gautara 

Maftani h London 


Tony Blair stepped into the 
controversy over Japanese 
prisoners of war yesterday 
amid rears that a bad recep- 
tion for Emperor Akihito in 
Britain could jeopardise 
attempts to bolster trade 
between the two countries. 

He appealed to Britons to 
give the Emperor a warm 
welcome this week. 

Despite the prime minis- 
ter's unusual intervention, 
British survivors of Japa- 
nese prisoner of war camps 
vowed to turn their backs on 
the emperor today when he 
travels through central Lon- 
don in an open carriage to 
Buckingham Palace. 

The second world war vet- 
erans are demanding a fuller 
apology for the brutality 
meted out in the camps than 
that offered in January by 
Ryutaro Hashimoto. the Jap- 
anese prime minister. They 
also want compensation. 

As the emperor arrived in 
London last night, Mr Blair's 
official spokesman said he 
wanted the week-long visit 
to be a success, and added it 
would be wrong to allow the 
past to define Britain's rela- 
tionship with Japan Juo day. 

He said the relationship 
had never been better, as i 
demonstrated by trade and 
investment between the two 1 
countries. ■ , 

The spokesman, citing a « 
raft of statistics, said Japan t 
was Britain's largest export s 
market outside western c 
Europe and the US. worth d 
£-L2bn ($7bn) last year; more t 
than 275 Japanese mannfar - t 
turing companies were in v 
the UK providing 65,000 jobs; 
and about 600.000 Japanese tl 
tourists visited the U£- each t< 
year, contributing £50Qm to o 
the economy. w 

Mr Blair’s statement a 
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i reflected growing concern 
that Britain's trading rela- 
tionship with Tokyo could 
ie be damaged by controversy 
se surrounding the visit 
iy Arthur Titherington. 
p- chairman of the Japanese 
n labour camps survivors asso- 
e ciation. said Mr Blair had no 
e right to judge the veterans 
because he was not a pris- 
es oner. "Mr Blair's problem is 
n that in order to keep his 
Inward Investment be will 
say almost anything." 

I taro Umezu, Japan's dep- i 
uty ambassador to Britain, 
said the emperor was pre- 
vented by the country's con- 
stitution from making an 
apology. 

A Downing Street spokes- 
man urged today's demon- 
stration to be dignified and 
peaceful. 

Mr Blair’s official spokes- 
man said: “The prime minis- 
ter wants Britain to give a 
warm welcome to the Japa- 
nese emperor and to see his 
visit as an opportunity to 
celebrate a strong, modern 
relationship between former 
enemies who are now close 
allies on so many issues. 

"He believes we can never , 
forget the past or the debt 
his generation owe to those 1 
who suffered: but this i 
should not define our rela- i 
tionship today." • 

The spokesman added Mr 
Blair had been impressed s 
- during his visit to Japan in i 
January by the country’s t 
desire for reconriliation. “He t 
also believes that to allow I 
our relationship to be d 
defined solely by the past is c 
to fail to understand fully v 
the achievements of those d 
who fought for freedom. g 
“He believes It’s thanks to e 
their sacrifices that Japan p 
today is a very different m 
country - democratic and fc 
with a commitment to lr 


T he largest baguette 
factory in tbe world is 
not in France but on a 
nondescript industrial estate 
in a London suburb near 
Heathrow airport 
The plant is part of Le 
Pain Croustillant, Britain's 
leading supplier of part- 
baked, frozen bread to super- 
markets, which has just 
been acquired for £44m by 
Tomkins, the diversified 
manufacturing group. 

Richard Vanbergen, who 
has become a multi- 
millionaire through the 

of a company he established 
in 1987 to make French 
bread “as it used to be", has 
harsh words for modern 
bread-making in France. 

“The French have auto- 
mated the manufacturing 
processes and destroyed tbe 
taste," he says. “There are 
probably only 100 little bak- 
ers in France where you can 
siHl get authentic EYench 
bread . . . They have 
destroyed their heritage.” 

Mr Vanbergen should 
know. In his quest for origi- 
nal bread to seduce the Brit- 
ish palate, he has visited 
small bakers across Europe. 
His staff studied techniques 
at test bakeries at Le Saffre, , 


' & large yeast-making 
company In Lille, then set 
out to improve them. 

According to Russ Cum- 
mings, investment maniigro - 
for 3i, the venture capital 
group that has backed him 
for IB years, Mr Vanbergen 
has “transformed cons umer 
eating habits". 

Yet loaves - and large 
quantities of dough - were 
not initially in his sights. In 
the 1970s, he decided to 
launch a chain of conve- 
nience shops. 31 backed tbe 
launch in 198a But a larger 
chain bought him out 

Why, then, did 3i provide 
him with further finan^ ^I 
leavening after he changed 
course into bread-making? 
Mr Cummings says it 
believed it was backing a 
good entrepreneur. “The 
great stories are where you 
have a leap of faith." The 
leap of faith certainly paid 
off. 3i has walked away from 
the Tomkins deal with about 
£llm In cash and its Ellin- 
plus loans repaid. 

Mr Vanbergen began bak- 
ing bread for his stores when 
his bought-in supplies faffed . 
Soon he was supplying other 
stares. “I knew nothing at all 
about bread, but I adopted 


the principle that if the 
monks could make it, I 
could." 

The loaves are part-baked, 
then frozen and transported 
to stores, where baking is 
completed. He persuaded the 
supermarkets that bis bread 
presented “a new eating 
opportunity" that would 
swell sales rather than 
undermine the ma«s market 
In sliced loaves. 

Mr Cummings . attributes 
Le Pain CroustiUant’s suc- 
cess to its commitment to 
customers, which now 
indude all tbe leading 1 super- 
market groups. As tbe com- 
pany has grown, it has held 
its prices steady through 
economies of scale. 

Mr Vanbergen says Brit- 
ons oow have access to bet- 
ter French bread than the 
French. Le Fain Crous tillant . 
which had sales of £47.6m 
last year, produces nearly 
2,000 tonnes of bread a week 
- many times more than the 
re maini n g “authentic bak- 
ers” in France. The baguette 
plant alone turns out four 
tonnes of bread an hour. 

This is industrial baking 
on a grand scala So how Is it 
different from today’s 
French methods? Mr Vanber- 



Rfchanl Vanbergen: giving the French some stick Maiootm Watson 


gen will not go into detail. 
But he says it took three 
yearn to perfect the process, 
in which tight control is 
exercised over ingredients 
and machinery. 

Given his passion for the 
art of bread-making, selling 
the business must have been 
a little painful. Bat Mr Van- 
bergen argues that it can 
grow at its compound rate of 


40 per cent a year for some 
time and needs the financial 
and management resources 
of a larger group. Hence its 
incorporation into -Tomkins’ 
RHM division. 

Now 49, he Is coy about bis 
next. move. There is a touch 
of Richard Branson about 
him. “My rem aining ambi- 
tion,” be says, “is not to take 
myself too seriously”. 


N Ireland business gears up for peace 


By John Murray Brown 


"Forget the politics, just 
make the trains r un on 
time." said novelist Colm 
Toibin yesterday. 

The sentiment will be 
shared by many people 
north and south of tbe Irish 
border as they contemplate 
the economic implications of 
Friday’s momentous referen- 
dum result in which 71 per 
cent of Northern Ireland's 
voters backed the Good Fri- 
day peace agreement and so 
gave the green light to the 
establishment of an elected 
power-sharing assembly and 
new cross-border institutions 
for co-operation with the 
Irish Republic. 

With the proposed assem- 


bly yet to be set up, it will be 
some time before Northern 
Ireland politicians will be 
able to test their Birins as 
ma na g ers of the economy. 

The proposed cross border 
bodies - which will foster 
co-operation in a range of 
economic areas between 
Northern Ireland and the 
Irish Republic - will present 
an even greater test of the 
spirit of reconciliation. 

Chris ffih snn, chairman of 

the Northern Ireland Confed- 
eration of British Industry,' 
said the business community 
“was committed to playing 
its part in building a more 
prosperous future together”. 
He said the CBI did not 
underestimate the 
In spite of high profile vis- 



its by Richard Branson, head 
of the Virgin group, and sup- 
port for tbe Yes camp from 
Saatchl and Saatchi. the 
advertising agency, business 
has not been untouched by 
the painful choices of the 
past few weeks. 

Although the CBI and the 
Institute of Directors were 
firmly behind the deal, 
the Northern Ireland Cham- 
bers of Commerce - repre- 
senting retailers, small trad- 
ers and artisans - refrained 
from endorsing it 
The immediate impact of 
last week's decision will be 
seen in overseas investment 
and tourism, the sector most 
susceptible to swings in pub- 
lic confidence. 

Economists expect a Min 


investment prospects. W Il- 
ham Daly, the IK commerce 
secretary, is due in Northern 
Ireland in the next couple of 
weeks with what is expected 
to be a high powered delega- 
tion of US businesspeople. 

The economy has been 
doing well over the past 
few years, and exports and 
m anufacturing output have 
outpaced the UK as a whole. 

Alan Gillespie, chairman 
of the Industrial Develop- 
ment Board, Northern 
Ireland's overseas invest- 
ment authority, said it was 
essential for the whole com- 
munity to work together if 
the province's economy was 
to improve. 

Tburism may have to wait 
a little longer to see tbe ben- 


efits of any political deal. 
The marching season, in 
which parades are under- 
taken by various sectarian 
groups - a turn-off for all 
but the most gung-ho of 
tourists - has still to reach 
its peak. 

The longer term outlook 
for the economy looks more 
precarious. Earlier this 
month. Gordon Brown, the 
chancellor of the exchequer, . 
unveiled a £3l5m package to 
underpin the peace process. 
However, the government 
appears to be signalling a 
shift away from conven- 
tional methods Of supporting- 
industry, with more empha- 
sis on training and improv- 
ing the province's infrastruc- 
ture. 


announce 


irsirrm- 


reforms 

By Noma Cohen fa London 


Rule changes for share 
dealing on the London Stock 
Exchange’s controversial 

electronic order book dealing 
system ore expected to fail 
short of some, ctf the more 
radical changes some market 
participants have called fin*. 

The changes are expected 
to be. announced shortly by 
I the exchange, - 

It is believed to have 
rejected consideration of 
I measures that would, force 
certain bargains through the 
I electronic system, known as 
Sets, as a means of imprbv- 
| ing liquidity.- ' " 

I The changes follow a 
t consultation period intend^ 
to address the relatively 
i low usage of the new Sets 
l I system. The new rules have 
; I been agreed by several 
; internal stock exchange 
' committees and are awaiting 
final approval later this 
week. 

Only 32 per cent of trades 
I in FTSE 100 companies, mea- 
sured by value, are traded 
I via the Sets system. The rest 
are dealt through market 
makers who may quote 
prices for shares If they 
I wish but are no longer 
required to quote firm 
two-way {Rices to all cabas 
at any time. 

Among the expected 
changes, is the alignment of 
the close of the Sets system 
trading day with that 
of the London Inter- 
national Financial Futures 
Exchange, which .closes at 
4.10pm. 

Participants have com- 
plained of volatile price 
swings after the futures mar- 
kets close each day. 

Another possible change 
I would delay the opening of 
trading bn Sets to at 
least 9am from 890am. Insti- 
tutional investors are typi- 
cally absent from tbe market 
before 9am, making it easier 
for traders to manipulate j 
the market by posting unre- 
alistic share prices on 
screen. 
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1200 desktops. 

700 laptops. 

The London office. 

Maude from 
Accounting. 

212 printers. 

The internet. 

Edwin from R&D. 

The Hong Kong office. 

Audrey from Finance. 

The intranet. 

The New York office. 

88 servers. 

Billy from Sales. 


Ready? 

Put them together. 


Assembling an IT network for a worldwide company is a tremendous endeavour. Servicing 
ft can be an even more colossal task. Precisely why you should call Wang Global, a 
networked services and solutions, provider, with an annual turnover of over $3 billion. 
We ; will integrate your entire company's infrastructure; desktops, software, peripherals, 
into one remarkably seamless network, Then manage and .upgrade that network as your 
company grows, And grow it will: 0800 731 0145, quote ref 1 101 . http://www.wang.com 
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GENE SEQUENCING 


Rival strategies race to unravel genetic 



Clive Cookson reports on the academic and commercial approaches competing in the Human Genome Project 


A new spirit of 
j competition between aca- 
Idemic and commercial 
researchers is invigorating the 
Human Genome Project, the 
international effort to unravel 
our entire genetic code. 

As a result of two funding com- 
mltments made this month - 
about 3200m each from Perkin-El- 
mer. the US scientific instrument 
company, and the Wellcome 
Trust, the UK medical charity - 
the race to spell out all 3bn chem- 
ical letters in the genetic “book 
of life" could be over some time 
between 2002 and 2005. 

The two organisations have 
very different approaches. 

Wellcome, the world’s wealthi- 
est charity, is doubling its 
existing investment in non- 
commercial gene sequencing, 
with a pledge that its Sanger 
Centre near Cambridge will deci- 
pher one-third of the genome 
Instead of the sixth previously 
announc ed. But it sees no need 


for a fundamental change in sci- 
entific strategy. 

In contrast. Perkin-Elmer is 
setting up a new genomics com- 
pany. beaded by Craig Venter, 
one of the most charismatic and 
controversial figures in genetic 
research. It will use an alterna- 
tive strategy, called “whole 
genome shotgun", combined with 
a new* generation of ultra-fast 
DNA analysis machines from 
Perkin-Elmer. “to substantially 
complete the sequencing of the 
human genome In three years”. 

Dr Venter has used this strat- 
egy to sequence bacterial 
genomes at The Institute for Gen- 
omic Research (TTGR) near 
Washington DC. Now he is ready 
to apply it to the human genome, 
which is about 1,000 times larger. 
The DNA will be broken Into 
thousands of random fragments, 
whose sequence can be deter- 
mined by the new Perkin-Elmer 
3700 analysers; computers will 
then work out which bits overlap 


and stick the whole genome back 
together again. 

Other researchers doubt 
whether the strategy win work 
well, because the human genome 
is not only so big but also inter- 
spersed with regions in which 
particular runs of chemical 
letters are repeated many times. 
These “repeat sequences” make 
It hard to reassemble the shat- 
tered DNA accurately. 

Michael Morgan, who runs 
Wellcome’s genomics pro- 
gramme, predicts that Dr Ven- 
ter’s venture will give a much 
less accurate reading than the 
more gradual, pain8taking 
approach taken by the Sanger 
Centre and the universities sup- 
ported by the US government’s 
human genome programme. “It 
will inevitably have gaps and will 
leave a lot of expensive cleaning 
up work to others.” Dr Morgan 
says. “Our sequencing is carried 
out to the highest standards of 
accuracy so that it will be a 


gold standard for the future.” 

Dr Venter retorts that his crit- 
ics have not appreciated his suc- 
cessful track record at TTGR nor 
the scope of his new venture with 
Perkin-Elmer. 

“We’ll have 330 of the new 3700 
machines and we'll be able to 
sequence 100m base-pairs [the 
chemical letters of DNA] per day 
- more than the world's com- 
bined sequencing capacity 
today," Dr Venter says. “We’ll be 
sequencing the whole genome 
not once but 10 times. It will be 
at least as accurate as anything 
done anywhere else.” 

The differences between the 
two sequencing efforts extends 
beyond their scientific 
approaches to their patenting pol- 
icy ami the way they make data 
available. 

The academic project, which is 
funded mainly by the US 
National Institutes of Health, US 
Department of Energy and the 
Wellcome Trust, has made a 


point of putting all genetic infor- 
mation straight into public data- 
bases; DNA sequences are 
released on the internet as they 
are discovered. The trust is 
fiercely opposed to the patenting 
of genes on the bncis of their 
DNA sequence alone. . 

The new Perkin-Elmer venture 
will alien malfg fts data publicly 
available. Sequences will be 
released quarterly rather than 
instan tly - a delay that arouses 
suspicion in the Wefloome camp, 
though Dr Venter says it is for 
logistic reasons "“to make sure 
that- everything we put out is 
accurate". The venture also plans 
to patent between 100 and 300 of 
the genes It discovers. Dr Venter 
emphasises that the applications 
wifi be based not only an DNA 
sequences but oion nn their func- 
tion their specific application 
to human boaith 

He believes thousands of the 
most im p or t a nt genes remain to 
be discovered. Scientists estimate 


that . there are about 80.000 
human genes. Although partial 
sequences are known for most of 
these, public databases contain 
only 5,000 or so genes as 
full-length sequences. 

There is nothing new about 
genomics in the private sector. 
PTnmnn Genome Sciences led the 
way in partnership with TTGR in 
the" early 1990s and how has 27 
issued US patents on human 
full-length genes, with many 
pi or a applications pending. 

The novelty is a private com- 
pany declaring its intention to 
sequence the whole, genome, 
including the vast regions of 
“junk DNA* with no known func- 
tion, rather than focusing on the 
5-10 par cent that represents 
genes and the control regions 
that switch them on and ofL 

What is Perkin-Elmer likely to 
gain from its investment? Not 
much, say same of its potential 
competitors. William HaseWne, 
chief executive of Suman 
Genome Sciences, portrays the 
gesture as an altruistic “turq-ot 


the-century gift to science". 

Dr Venter disagrees. Although 
the gene patents will bring in 
revenues, he expects Ms compa- 
ny's in oomp to come mainly from 
selling information. “The busi- 
ness is not based on exploiting 
genes and it is not a biotechnol- 
ogy or pharmaceutical company," 
he says. "It is a service company, 
based on creating the best 
human genome database and 
then adding value to it." 

Rememb er that completing the 
Birman Genome project - decod- 
ing the full DNA of a typical man 
and woman - is only the first 
stage in understanding ho* 
genes work together with envi 
momenta! factors to determine 
sickness a n d health.- The motiva- 
tion of Dr Venter and Perkin- 
Elmer may not he so much to 
win the race to sequence the 
human genome as to build a 
strong position for the next stage, 
when researchers will focus on 
individual genetic variations and 
the factors that switch genes on 
and Off 
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We are an attractive partner 
for life sciences companies. 
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INTERVIEW WITH LUTZ HART EL. MEMBER OF THE BOARD OF MANAGEMENT 


Mr. H&rtel, Is the chemical industry booming? The chemical industry is a growth, industry, and dlls also applies to our Chemical Division. 
Internally we are enhancing this growth with sizeable investments, externally through acquisitions and strategic alliances. 


Many of the products of SKWb Chemical Division are fairly young. Haw do you explain that? We are highly specialized and rely very 
much on innovation. In our Special and Fine Chemicals business unit, 25% of sales and 50% of revenues are generated by products 
which are less than four years old. 

Who are your major dienes for these taBored products? Among our clients are such well-known 
life sciences companies as Novartis, AgrEvo, Bayer, Zeneca and DuPont They work in areas 
such as Integrated plant protection and pharmaceuticals, in other words in future-oriented 
areas that secure progress and growth. 

Other products of ours, like the ones for hot metal desuifiirizatfon. are in great demand by steel 
mills worldwide. Presently, we benefit from the continuing strength of the steel and foundry 
sector in die U.S. and Europe where we are the market leaden 



In which rwartoate does the Chemical Division have the s tro ng e s t portion? In Special Chem i ca ls, 
we are the global market leader with cyanaxnide, a nitrogen organic substance produced in 
our Trostberg plant in Bavaria. Cyanamide products are sold worldwide and are largely non- 
cyclical generating a sizeable portion of our sales. We are also the world’s leading producer 
of magnesium powder which - Eke calcium carbide - is used for desulfurization. SKW also has 
excellent market positions in aromatic nitriles and cyanuric chloride. 


What are your ambitions in agro chemkab? The importance of agro chemicals is growing. 

In Piesteritz. in eastern Germany, we operate one of Europe’s largest and most modern urea 
refining plants. In addition, we produce a very high quality and environmentally-fiiendly cal- 
cium cyanamide fertilizer which is even used by organic formers who reject normal chemical 
fertilizers. Due to its excellent qualities, this multi-purpose fertilizer Is applied primarily for special cultures in Germany and abroad. 


What are you focusing on In metallurgical chemicals? In this field priority is given to internationalization, particularly to the expansion 
of our Asian activities. We recently entered into new joint ventures with steel companies in India and Tianjin ( Chinn) 


How has the Asian crisis affected SKVSTi Chemical Division? With sales of DM 60-70 million In the Far East, the crisis in Asia has 
not had a very strong impact on us. Our main markets there are Japan and China . In some cases, local suppliers have gained a price - 
advantage as a result of currency devaluations. On the other hand, raw material prices are declining, and there may be some good 
opportunities for acquisitions. 


Do you have particular plans for acquisitions? SFCW would like to strengthen Is partnership with life sciences companies through acqui- 
sitions. Possible partners are located in western Europe and the U.S. In the course of restructuring, some mmjmnifla may be selling 
parts of their businesses which may well fit with us. We already have a number of candidates. 


SKW Thncberg AG. Corponeo Communications 

P-O- Box 1242. D-83303 Tronfccrg, G er man y 

Telephone (+49) 8621/84-24 60, telefax (+49)8621/84-20 20 

Internee httfKfhnnulMLdc 

•-<nalbsiw_grwip_pr@cnmputerve.TOnt 

Member of the V1AG Group 


SKW 
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HOW THE MACHINES WORK 


Sequence of high-speed events 



DNA, . the spiral 
molecule that stores 
genetic Information 
in every living cell, is a dou- 
ble-stranded sequence of mil- 
lions of chemical units 
known as nucleotides or 
base-pairs. 

There are-fbur nucleotides; 
the four letters of the genetic 
code. A, C, G and T. The 
heroic task of the Human 
Genome Project is to dis- 
cover the order of 3bn nucle- 
otides that provides a blue- 
print far a typical man or 
woman. 

Sequencing machines 
available today use auto- 
mated versons of a proce- 
dure invented 20 years ago 
in Cambridge by Fred San- 
ger. 

It involves chopping DNA 
into small strands about 
1,000 nucleotides long and 
then copying each strand 
many times in the presence 
of various chemicals. 

This gives a mixture of 
DNA fragments of varying 
lengths, each finishing with 
one of four different col- 
oured fluorescent dye mole- 


cules. corresponding to the 
four nucleotides. 

The fragments are then, 
driven by an electric field 
through a slab of gel or, 
in the latest machines, 
through hair-thin capillary 
tubes filled with liquid qxrtjs 


mar : - ■ • 



This sorts them by length. 
The order of colours coming 
off. - corresponding to the 
sequence of nucleotides in 
the original -piece of DNA - 
is scanned. by laser and dis- 
played bn computer scram. 

-Two !«>ding contenders in 
the high-speed DNA sequen- 
cing market are Perkin-El- 
mer's Applied Biosystems 
division and an alliance 
between Molecular Dynam- 
ics and Amershaxn Pharm- 
acia Biotech. 

They are engaged in a 
complex legal battle over 
patents in the US. Perkm-Et 
mar's new 3700 analyser will 
be tested in Craig Venter's 
proposed sequencing labora- 
tory later this year but will 
not be available commer- 
cially until early 1999, at a 
price Of 5300,000 (£180,000) 


Fnd Sanger the inventor of the 
DNA sequencing process 


The Molecular Dynamics/ 
Amersham ; Pharmacia 
alliance claims that its 
MegaB&ce systems, which 
are already on the market, 
have a technological lead 
over existing Perkin-Elmer 
products. 


FORENSIC DNA TESTING 


‘Proof under suspicion 


In little more than a 
decade, DNA profil- 
ing has emerged as 
one of the greatest crime- 
fighting techniques. The 
police’s success at solving 
otherwise intractable crimes 
has been transformed by the 
ability to extract genetic pro- 
files from a mere drop of 
blood or strand of hair. 

In future DNA testing is 
likely to develop rapidly as 
the underlying science 
moves forward. It has 
already come a long way 
since 1984, when researchers 
at Leicester University 
developed a technique for 
extracting DNA from blood 
or semen and cutting It up 
using enzymes. The DNA 
fragments are then sepa- 
rated in an electric field and 
made- visible with radio- 
active probes on X-ray film. 

Scientists are now dose to 
another breakthrough: they 
will soon be able to identify 
DNA from a single cell, 
which could be obtained 
from such minute pieces of 
evidence as the saliva on the 
back of a stamp, a speck of 
dandruff or a single sperm. 

Work is being undertaken 
by scientists at Leeds Uni- ' 
varsity together with the 
UK's forensic Science Ser- 
vice. They are developing a 
technique that allows them 
to amplify a aingia st r a nd of 

DNA. until they can identify 
an Individual from the posi- 
tion of six “markers " in the 
genetic coda 

Forensic scientists are also 


moving towards creating a 
detailed ’’pbotofit” of a sus- 
pect from DNA. 

A strand of hair or a drop 
of blood left at the scene of a 
crime would allow them to . 
establish the culprit’s eye 
colour, hair colour, nose size 
and, ultimately, create a 
facta) reconstruction. 

But with the growing 
power and scope of DNA 
testing, the way it is used in 
criminal cases is coming: 
under increasing scrutiny. 

Nature, the international 
science journal, recently 
published an article under 
the headline: “British foren- 
sic science in the dock." It 
argued that unregulated 
forensic science practices 
have led to wrongful convic- 
tions. 

This type of criticism Is 
not confined to the UK. 
Meanwhile, the close rela- 
tionship between forensic 
scientists and the law 
enforcement agencies has 
been attacked by William 
Thompson, a professor at the 
department of criminology, 
law and society at the Uni- 
versity of California at 
Irvine. 

Instead of testing samples 
“blind”, forensic scientists 
know the source of the DNA, 
which may Influence their 
interpretation, ho says. 

Criticisms have also been 
directed at the accuracy of 
same newer techniques, and, 
in particular, those far ana- 
lysing “mitochondrial" DNA 
These give police the ability 


to extract information from 
bone, hair and samples that 
are too small, old or 
degraded for normal DNA 
analysis, which uses genetic 
material from the cell's 
nucleus. 

’ The analysis of mitochon- 
drial DNA - which comes 
fr ny p outside the nucleus — 
. carries extra risks that have 
hot yet been fully quantified, 
says Bill Shields, biologist at 
tile State University of New 
Teak. 

The problem concerns the 
assumption that if a sample 
matches a suspect's DNA, 
then it must come from that 
suspect. This may not be 
true, because an individual's 
mitochondrial DNA can vary 
from place to place as a 
result of mutations. 

Another anxiety about 
emphasis mi DNA tests In 
the criminal justice system 
concerns the way evidence is 
presented in court 

Jonathan Koehler of the 
University of Texas at Aus- 
tin cites a study in which 
ora jury was told that the 
probability that an individu- 
al's DNA ma^ht^ the sam- 
ple by coincidence was 0.1 
per cent. Seventy-five per 
cent of the jurors thought 
that the accused was likely 
to be guilty. When another 
jury was told etf the same 
probability, couched In 
terms of “one in a thou- 
sand”, fewer than half 
thought he was guilty. 

Vanessa Houkter 
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MANAGEMENT AND MARKETING 


MANAGEMENT investing in china 

Remove the iron rice bowl 


Foreign investors may never be able to buy Chinese state assets as cheaply 
again. But they will suffer a culture shock, warns James Kynge 


B1 


What would you get for 
your money if, as a for- 
eign investor, you decided 
to buy a former state enterprise 
in Shenyang, the centre of Chi- 
na's north-eastern industrial 
rustbelt? 


The question is more than aca- 
demic. Such businesses have, in 
the past, been largely off-limits to 
foreigners. But China's faltering 
economy has forced the authori- 
ties to search for investors wher- 
ever they can find them. 

This month Mu Suixin. Shen- 
yang's mayor, toured Europe to 
find foreign Investors for 18 large 
state companies, with a total 
workforce of 309.436. 

Other cities in the north-east 
are also planning mass sales; 
Harbin, near the Russian border, 
is to put about l.ooo medium and 
small enterprises under the auc- 
tioneer's hammer in June. 


The work is arduous, but for- 
eigners may never get the chance 
to buy into state assets as 
cheaply again. 

Foreign investors can also ben- 
efit from preferential terms, such 
as municipal tax concessions, 
which are not on offer to locals. 
Joint venture and foreign- 
in vested companies also have 
advantages in raising local bank 
finance - which private compa- 
nies in China find difficult to 
secure. “If only I could get banks 
to lend to me, 1 would not just be 
a tiger, but a tiger with wings," 
says Mr Jiang. 

His main problem has been in 
rationalising the many managers 


duties was fired, be adds. 

A measure of shock therapy 
was necessary to teach workers 
that when their factory passed 
from state to private hands, their 
“iron rice bowl" of socialist-era 
benefits was taken away. When 
he took over the Xincheng phar- 
maceutical factory, workers were 
supposed to arrive at Sam but 
most camp at 10 am and many 
would return home for the day 
before lunch. 

At the opening ceremony for 
the factory, one worker sat down 
on a seat reserved for dignitaries. 
When he was told to move, he 
smashed the chair. Mr Jiang told 
him be would be sacked if he did 


When Mr Jiang bought the Shenyang 
Antibiotics company, which had not made a 


profit nor paid any tax since 1979, there 
was one manager to every four workers 


As to the question of what a 
foreign investor could expect, the 
answer is likely to be an appall- 
ingly managed business. But this 
is the main attraction, according 
to Jiang Enhong. a leading corpo- 
rate turnaround expert in the 
region, wbo has himself taken on 
such companies. 

Rebellious workers, deception 
and years of inertia bred from 
central planning define the 
opportunities for any new inves- 
tor - local or foreign - in China's 
crumbling state-owned sector, he 
believes. "I have straightened out 
the management of companies 
within 44 days, and set them on 
the way to profitability." he says. 
“This just shows how bad their 
management was." 


who clog most state-owned enter 
prises. When he bought the Shen- 
yang Antibiotics company, which 
had not made a profit nor paid 
any tax since 1979. there was one 
manager to every four workers. 

Some managers had been 
awarded offices out of favouri- 
tism but their roles had not been 
clearly defined. 

Mr Jiang has removed two- 
thirds of the managers in all 
three state companies he has 
bought, and defined clearly the 
task of those remaining. Anyone 
who failed to perform their 


not donate a new chair by the 
following Monday. “He brought 
the chair, but we fired him any- 
way." says Mr Jiang. 

Laying off workers in China 
has been fraught with ideological 
and social impediments. It is not 
as simple as Mr Jiang makes it 
sound, but a Communist part)' 
congress in September ushered in 
a phase of faster free market 
reform. Redundancies are 
increasingly seen as unavoidable. 

The September congress, and 
the subsequent National People's 
Congress in March, also helped to 


overturn an ambiguous official 
stance on private ownership by 
permitting “diverse forms of pub- 
lic ownership". In Shenyang, this 
has been taken as a cue for the 
rapid and comprehensive sale of 
state assets. Thousands or state 
enterprises are to be sold this 
year and next. 

Gai Ruyin. the deputy mayor, 
says that a severance allowance 
of. say, lO.QOQnnb {$].££!> could 
be paid per worker by the new 
owners of state companies, and 
that the cost of providing for 
those who are made redundant 
may be set against the purchase 

price of the factory. 

Morale among tbe remaining 
workers is a complicated issue 
But Mr Jiang believes that some 
or the control mechanisms found 
in state enterprises, such as the 
Communist party cell and tbe 
trade unions, should be retained. 
The Communist party has been 
invaluable in resolving industrial 
disputes because it carries the 
authority of China's most power- 
fid body. 

One worker had lost his legs 
when he was run over by a train. 
He was causing trouble outside 
the factory, inciting others to 
militancy. With the party cell's 
intervention, a settlement was 
found. Mr Jiang’s company 
bought him a mobile telephone 
and a stall: he now rents out the 
phone for calls and sells wine by 
the factory gate. 

But Mr Jiang is conscious that 
the heavy hand with which he 
has put his corporate empire in 
order should at some point give 
way to a lighter touch. Eventu- 
ally his three factories are to be 
“democratised”, with each 
worker owning shares. 
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Demon babes: One of Polaroid 1 s new ads 


MARKETING BRAND MANAGEMENT 


An instant party with your Polaroid camera 


jS S There was a time when 
jpqfiN there was nothing to beat 
Polaroid camera for 
instant gratification. But in a 
world of disposable cameras, one- 
hour film processing and the 
camcorder. Polaroid’s European 
sales are suffering, although US 
sales remain healthy. 

Bartle Bogle Hegarty. the com- 
pany’s advertising agency in 
Europe, is trying to tackle the 
problem by repositioning the 


brand as a “social lubricant". 

According to Martin Smith, 
BBH's deputy chairman: “Polar- 
oid operates in a different market 
from 35mm cameras and 
advanced photography systems. 
Rather than recording the event, 
it adds to it and helps it to 
become more informal. It’s less 
about memories, it's more like 
alcohol and karaoke.” 

As well as the advertising, a 
new range of products will be 


introduced during the next three 
years, says Brian Poggi. 
vice-president of Polaroid Europe. 
There are plans for a single-use. 
instant camera and a smaller 
model, producing very small pic- 
tures. aimed at teenage girls. 

“It was essential for us to re- 
establish the brand before 
launching the new products. 
Since the launch of the campaign 
in continental Europe in 1995, we 
have seen a rise in sales, brand 


awareness and relevance," he 
says. 

There will be a move. too. away 
from the traditional camera out- 
lets such as specialist shops and 
department stores. 

With the emphasis on buying a 
Polaroid to enhance a social occa- 
sion. the company is focusing on 
finding sales points that are open 
after 5pm, such as video hire 
shops or liquor stores. Even 
closer to the idea of making the 


camera available where young 
people go out. there have also 
been promotions at night clubs. 

Mr Pogpi says that one of the 
new products will be Uii lured lo 
night clubs, though lie due> not 
say how. He envisages that the 
single ase Polaroids may be on 
sale at airports and other points 
of departure. 

Alison Smith 



CONFERENCES & EXHIBITIONS 


Conferences 

& 

Exhibitions 


JUNE 3-5 

Facility Documentation and 
Legal Issues 

Reviews [Re legal prioeiptes A The 
practical issues associated with the 
negotiation ft application of loan, 
fun ran icc A xccuril} documentation. 

• Legal principles * defences ■ Loan 
documents & facility Ictiet * Guarantee 
& comkvt Idlers • Security suitability 
A enforcement • Dealing with defaults 

• Litigation and insolvency 

Contact: BPP Training and Con«liaiic> 
Tel- 0171 b2S *444 Fax: 0171 62S 7*18 
Email: bpptraimnp^campuscnrtcom 
LONDON 


JUNE 6 
Invest 98 

The essential private investor 
conference. Hosted by Barclays 
Stockbrokers in association with 
Sunday Business. Spcnsored by London 
Suxk Exchange. BT. Hcmmingion 
Scon. Stuck market secret* from world 
leading investment experts including: 

• Mary Buffer of Bvffetolngy fame 

* Alexander Elder, wrtrid class invcsSmau 
Mrairgixt ■ Terry Smith, renowned 
company analyst. 

Tickets: t"?i» 00 

Ifci: 01202 244 124 Fax: 01202 244 034 
LONDON 


JUNE 8 & 9 
TFL TRAINING 
Mddte Office Risk 
Management - 
Covering: Overview of Derivatives ft 
Market Recommendations for Risk 
Management. Dealer Support ft 
Benchmark Controls. Portfolio Risk 
Analysis ft Diversification. VaR for 
Derivatives ft Derivatives Risk Models. 
£675JJQ + VAT 2 Days 
Tit 0171 6002123 Fax: 0l7t 600 37ST 
Emm]: Sates^'tfl-tnmiq^desMnxojik 
LONDON 


JUNE 8- 11: CONFERENCE 
JUNE 9-11: EXHBTTTON 
IMC *98 London 
Europe’s largest event Tor Document 
Management, imaging. Wmtttow and 
the Internet Owl GO Exhibitor and 45 
World -Oasa Speakers presenting the 
latest developments in Information 
Ikchnolosy- The IT event you cannot 
afford to miss! 

FREE Registration to Exhibition, 
Conference Registration or 
More lohranfioi: 

TfcLOl 20? 426450 Fix: 01 753 592770 
Or visit cot website: www.amc4ns 

Barb Coon D. LOM20N 


JUNE 10 
TFL TRAINING 
Auditing the Back Office 
To provide delegates with as 
un dem anding of the role of the support 
functions and their criticality in the 
business cycle. Covering: Identifying 
the Settlement Risks, Link to these die 
necessary controls, both. Detective ft 

Preventive. 

£45006 VAT 1 Day 

Tfcl: 0171 6002123 Eat: 017! 600 3751 



POWER-GEM Europe ‘98 
DealnaksisDsy 


Innovative forum bringing togsther 
kay parttdpents in European 
Poumr Generating Industry to 
highflgM and dscuss issues 
| crtBcal 10 project success. 
Presenting latest electricity 
industry developments, financier' 
and tntemaSonai developers' 
perspectives. Plus Dealmakws 
Lunch tor dscussrng and 
generating financing end 
Investment oppartuiffles. 

More in fo rmation: 

PeonWel Energy & UtUty Group 
Phone: +31 30 265 0963 
Fax: +31 302650928 


Milan, Italy 


JUNE 15 & 16 

The 3rd World AlumMum 

Conference 

Speakers confirmed for this event in 
association with CRU International, 
include senior executives from Alcan 
timrm flfm Limited. BQBkd Ataniottmi 
BV. Kytfao Atwmniom Extrusion. Raiser 
Aluminum. Al umini um Industries SDN 
BHT. Alutnax btc and Afarnotiy AO 
Cooke Luanda Roberta, 

FT Conferences 
W: +44 171 896 2120 
Rue +44 171 896 2696 
Email: flc@panon-proicam 
vrww.ltoxrferencevcwn 

LONDON 


JUNE 15-16 
Management Techniques 

For recently appointed ma uu gers Ab osc 
untraine d ft in a managrm citf position. 
Coven cone nanagement skins necessary 
to increase manager effectiveness in 
today's competitive env iro n m ent. - The 
role of tbe manager • Effective 
comnranf cation techniques • Setting 
objectives ft monitoring performance 
• Managing lone • Motivating tuff 
♦Pe vri o p nigsaiaak c pfap 
Contact: BPP TTaintflg and Consultancy 
Tel: 0171 6288*44 Run 0T71 (£87618 
Email: tqiptfjulnf&uumpussvecoai 
' LONDON 


JUNE 16 

How to Obtain International 
Investment Capita! for 
Restructuring Ukraine 

Enterprises 

Practical methods lo comply with 
mutnniwil accounting issues and 
re- vita lire enterprises. Sponsors: Kiev 
ftnematiwl Stock Exchange and CftK 
Capital Cmfumifm.SI50-MUSD 
Tel: USA 949-477-6299 
Far. USAW477-92U 
Kiev UKRAINE 


JUNE 17 

Internationa) Grains Council 
World Grains Con fe rence *98 
“%}pen grain marleets^going 
for growth" 

Speakers will focus on o p port u nities for 
expanding trade in a price-conscious 
Hwict inc reasing ly driven by end-user 
reeds and by the growing importance of 
gran-Nuodp rafcca, 

Conacc IntcnrabonaJ Grains Council 
■ftt +4* 171.513 1122 
Hate +44 171 « 3 0630 
- LONDON 


JUNE 17- IB 
The Inter na tional 
Independent Rim industry 
and The Capital Markets 

The conference wifi dbcuxx die evolving 
relationship between the nuenutionai 
Mependon film industry, aid die world 
of finance. Speakers include: Tbe Rt 
Hod Tbm Clarke CBE JP MP. Minister 
ttf Son? fur Fare and Tourism. Premia 
Boon, SocM£ G£n£rale. 

Enquiries: Sian Fsncoun 

Tel: 0171 896 2626 Fax: 0171 S962696 

E-mail: anBftnflhfnuM 

wvaJkonfcreiKtuoni 

BAFTA. LONDON 


JUNE 17-19 
Accounting Skills for 
Non-Rnancial Staff 

■ Tbe “Language of Finance” • Basic 
Accounting Principles • How Financial 
Statements tie Generated * Profit and 
Loss Account and Balance Shed 
• Cashflow. Budgeting, Managemcm 
Accounts. Break-even Analysis 

■ Financial Evaluation. Key Ratios. 
Sensitivity Analysis - Management 
Accounting Concepts 

3 Days £875 + VAT 

Contact: Birchin Imcnuucval pic 

NewAddrepc 

I Lombard St. EC3V 9 A A. Loudon 

Tel: 017 1 929 6633 Fax: 017 1 929 6M4 
Email: hirchim^biichinxom 
Internet: htqc//wwwiurchin.coin 

LONDON 


JUNE 17 -19 
Advanced Financial 
Modelling wtth Excel 
Aimed at thorn who* work involves the 
use of Excel to dewkqj financial models 
particularly those in M&A. acquisition 
financing and project finance. Modelling 
techniques include ■ Array arithmetic 
• Linear Regrruion * Optimisation 
■ Matte Carlo Simulation • Financial 
ftranewori; for Meddling • Development 
of a fully integrated acquisition model. 
Assures imennalia* know. Wge of Excel 
Contact: Rudi at FSMD for details 
1W: 44(0)1 625 530U5U 
Fax: 44 (0)1625 52393? 

E-mail; training^ finalcouk 

LONDON 


JUNE 18-19 

Practical Technical Analysis 

Aimed at dealers, investors ft arulycu 
wishing to acquire A understand bank 
tedmique* of rchnicaf analysis & how to 
apply d* principles to deefakn mating. 

• Types of cherts ft pattern recognition 

• Trend line construction ft analysis 

• Continuation ft reversal pattern* 

• Moving averages ■ Momentum 
oecinatars ■ Rbonacd ratios. 

Contact BPP Training and Consultancy 
TW.-0I71 6255 S444 Rix: 0171 6287818 

Emait bpptrammge compuserx-exom 

LONDON 


Conferences 

& 

Exhibitions 


Email: Sakae’m-traimngAemciiixtutk 

LONDON 


Conferences 
& Exhibitions 


To advertise conferences, 
exhibitions, trade fairs, conference 
venues and training courses to 
approx 1.2 million readers 
worldwide. 

Contact Jade Sanderson on 
tel +44 171 873 3507 
fax +44 171 873 3765 


Financial Times 


JUNE 21 -26 

Bank Strategic Management 
International Seminar 

Join fellow finaviaJ scrvicr* managers 
from around the vrorW and our fuesi 
speaker. Mr. Ferdinand Chaffart. 
Chairman of the Executive Committee 
of Generate Bank, for an m-depih 
setnmnr on Bank Strategic Manage m ent. 
Eric Bisailloti. Institute of Canadian 
Bankers - Belgian Bonier. Aculumv 
Tel: +32-2-507-6ritjt 
Fax: +32-2-507-64 IS 
Email: eric.bBailknvnhbacademy.lv 
Corsendonk. BELGIUM 


JUNE 22 & 23 

The 21“ Annual FT World 

Gold Conference 

Confirmed speaker* include Mr Pcier 
Fava, Chairman. L8MA. Head ot 
Precious Metal*. HSBC Midland: Mr 
Bobby Godu-IL Chief Executive Offioct 
Atiglogold: Dr Stewart Murray. Chief 
Executive. Gold Field-. Mitvral Service 
Ltd: Dr KucMf Timk, Head of Treasury. 
Strategy Division. Austrian National Bank 
and Mr John M Willson. Pm idem and 
Chief Executive Officer. Racer Dome Inc. 
Contact: Sarah Gibb, FT Conferences 
Td +44171 **i 26.W fin +441 7J Wb 2*Ai 
Email: %ar+hac'px=ir^«i-proxafn 
BARCELONA 


JUNE 22 - 24 
Credit Assessment 

Aimed at those in corporate, sxi hanks 
needing to understand dv prmnpk-s and 
practice of credit assessment. - Cadi Row 
Anal) sis • Financial Analyxxx I’or Credit 
Assessment » Impact of Accounting 
oo Credit ■ Non -Financial Analysis 
- Surnmarisin? the Nan-Finartexil Anriyuk 
* Credit PrrtedicC • The Rating Agencies' 
Approach - Writing lire Credit Analysis 
and Summary • Cm Studie. 

Contact: Ruth at FSMD for details 
Tel: 44 (Oil 625 53tifJ5fJ 
Fax: 44 tOilKIS 52*07 
E-mail: naming fstud-oo uk 

LONDON 


JUNE 22 -24 
Introduction to Treasury 
Products 

• FX: Ban: Definmuns, Major lrrOuervc 
and Key Players • Mechanics of Spot 
and Forward FX ■ Basket and Cro.s‘ 
Currencies • Muncy Markets: Bank of 
England Operation* - Key Raver* m lhe 
Market, Cash MarLct Instrument* 

• Rnures. FRAx. Imereti Rate Options. 
Cqps * Collars jtxJ FToora. Swaps 

3 Days «75 + vat 

Canon: Bochin Imcmajinul pJc 
New Add rear: 

l Lombard SL Ixntdau EC3Y 9A k 
Tel: 01 71 92M red? Fax: 01 7t 92° 6A14 
Email: brrchir^r'bin'h in.com 
Internet hnpL//wu».ljiretiaUiBii 

LONDON 


JUNE 25-26 
Uniting the Balanced 
Scorecard to Strategy 

Don't mist, pttdessor Robert Kaplan, 
co-founder of the Balanced Business 
Scorecard, at his first (vrsonal L’K 
appe a ra nce this year. He. and j lop-clavs 
jpeaker panel. «ill give you the ath ice 
you need to develop a seoreeaiJ 
framework 

hitp^/www.husiness- imclligcnce.co.uk 
Tel: 0181 87V 3355 Fax: l)l«l STu 1122 
Email: 

yafle.mills^blniiKMi - intell igOKe.cr'.uk 

LONDON 


Conferences 

& 

Exhibitions 


JUNE 29- JULY 1 
Essentials of Corporate 
Finance 

- Corporate Objectives • Financing 
Com panic* • Debt v Equity • M&A and 
Valuation I*vuct • Time Value of 
Moncy/DCF Technique-: • Con of 
Gapiul • Dividend Rolicira • EPS 
3 DAYS £875 + VAT 
Contact: Birch in bn emotional pk- 
Nrv Addreuc 

I Lombard SL London EC3V 9AA 
Tel: 0171 9296633 Fax: 0171 92«6M4 
bnuil bnvhm^'buchinxxvn 
Internet: hap://www.birehin com 

LONDON 


JUNE 29- JULY 1 
Third Roundtable with tbe 
Government of Romania 

Meet the new bey decision-makers. 
With the participation of Preridcni Emil 
Cunsiantiuexcu and Prime Miobter 
Radu Varile. 

Fiv immediate regbaretion and a copy 
of the programme, please oxttact: 
Monika Davies. 

The Economist Conferences 
Tel: 1 45.1 >71243 61 15 
Fax: (43-11714 67 69 
E-mail: mooikodas iest^eiiocom 

Bucharest. ROMANIA 


Tbe 2nd Annual Healthcare 1 
Conference , 

TtVs trojor European heafthcare ' 
conference win locus ctn the radcal 
change at healthcare systems and 
concern over costs, avaflattrUy arid 
totality pi healthcare servees. 

Jom us in aOebatewith promvnem 
figures from Europe’s leading 
healthcare orgaifisawms. 
incluOing: Norwich Union. NERA. 
Danmark Sygelorsluflng, Helsana 
and Caremark Apcriheken. 

For fun programme detaBs 
contact: Dominie Lock at 
The Economist Conferences, 

15 Regent Street 

London SWl Y 4LR, UK 
Tel: (44.171)8301093 
RUC (44.171) 031 0228 
E-maN: doaiinMuck@tiacom 


*: f'.'J 


La atcrtdiBB PfecadlBy. London 


JULY 6 4 7 

FT Corporate Property 

Conference - Winning 
Strategies for Business and 
the Financial Community 

7hi» FT Conference will consider the 
increaJne onpotlancc of property, haft 
as a balance sbed and operational asset. 
The importance of financial markets 
and profcuinnol service provider, will 
also he addressed. 

Curnstt Lucinda Kcfccns, 

FT Conferences Tel: +44 17 1 896 2120 
Fax: +44 171 896 »9ri 
E-mail: fk£'pcank»-pnxccRi 
www. iton feimeewnm 
LONDON 


JULY 7- 10 and 
DECEMBER 14-17 
Modelling and Managing 
Competitive Electricity Markets 

Tbe coarse • ill help managers and 
analysis to develop tlirir own business 
simulation models, and refine their 
insighis on ihe way that cleciriuit 
markets are e» olvinf . 

For further details eontan-Es/hex WeLh. 
Lcndon Business School. Sussex Plxe. 
Regents Riri. London X\V| 4S V 
Tel: +44 i<J»n 262 5050 
Fax;+44ti)ii:|r;4 
Email: ewrfdx^lb»jc.iiL 

LONDON 


JULY 13 -17 
International Oil & Gas 
Transactions 

Designed ro prwhk- a firm imdenanJmc 
of the pnneipjl legal, polux jnii 
inslivutional issues ndaw-d lo lnlcrtniliiwul 
Oil ft Gas Transactions. Seminar-, 
hands-on training cu-iximi. and casx- 
iludies will give participants prjciLjl 
knowledge and cTperx-ncv that will help 
enhance professional markei lalte. 
Orpanisrrs: American L'nneisiiy 
rad CEPMLP/Dutiilee. Other relau-j 
wixksbcih ore js^ilaWc. 

5 Days l ! SSI750 
Contact: Gabriel E.ksu-tn 
Tel: 202 2T4 -MX*? Fa.: J»2 274 41 V • 
Email: cclonn jit cl jdiiik jii ,-Ju 


SEPTEMBER 3 & 4 
FT World Aerospace and Air 
Transport Conference 

PixlmcuislieJ speaker. in.TmL- \eil 
Kiniuuk. Member ol ihe Europe an 
Commission: Adam Brown, \irbus 
Industrie: Robert Axlinp Itrm.h 
\irwax pk: Piem- ieanm.9. I.VT\. 
john Weston CRH. British Aerinpjxe 
pL. arwlChn- Vxix.l'jnhiis 
C.wiijlI J-xinici EJv .irdx 
FT Cmlankv: 

Tel i«-Mi |T| J"Jt 1V5> 

p.,s | + | Vlr.Jn>«. 

Email: ll.vi p.jn».qi-pi-.SL\iiu 

»»» ltv>m|us-iwes. wl eii 

LONDON 


SEPTEMBER 15 & 16 
The 2nd FT World Wafer 
Conference 

Tlx. 1 1 ilish.l1 water rnXi-In Ixi- UuVd -Ral 
s-liante .mil nm-rri.iini; oxer > lie la-r 
twdxe month-. Tliis Fman. ul Iiirls 
( vMCKlKe prt.xid.-s i uniqo. ,-jfs -nunil? 
to .Mute till ell..lkii-.\*» .ih-.-.wl x> ill i vm -r 
inJu in .ollear-'iix's. pOiiisal .IsM -u-n 
nia+ eis .mJ pNrelul p.'is .-l till. an K-r., 
C.eila .1 Samli c'iiHs rJ L.aii. rei* e-- 
Tel' *44 I'l e“r*2r. 11 ' 

Fj». *jj Pi .s«ir> .Veir. 

T.- n..ul sirdip.; | v-ar x-n-| +■' sum 
x. * w.iieiafer-racvs u‘iu 


Washington d.<. . 


LONDON 


LANGUAGE COURSES 


REGENT 


m 

LANGUAGES 
FOR BUSINESS 

• Tatored arton lor husness oeasie 

• Courses lor mniibaEs and groups 

• irrecfnpjpy or at Oer centres m 
Low on, Cxforo, Brighton. Kent and 
Ednbwgh 

• Expert teaefeng ei over 40 
Unguages netudog English 

RftSBm I U r g nftii hrif lft 

31 John Anam St. vowon VVC2K 6HX 
Wenhone: 01 71 839 26C2 
Fax: Mil 639 3677 


Li l r=< ; n 



sfif-. '-T 



FAST, EFFECTIVE, AFFORDABLE. 

Would speaking your 
Customer's language 

have made the 
difference"? 


Did your last meeting overseas go as well as you had 
hoped ? No 7 Why not ? Did you lose out to a competitor 
who did speak the language of the customer ? 
Don't let it happen again - 

Call BERLITZ for details of 'Doing Business In' 
French/GermanfSpanteh NOW on 

0171 - 915 0909 
0121 - 643 4334 
0161 - 228 3607 
Ot 31 -226 7198 




Helping the World Communicate. 



To advertise contact Jade Sanderson on +44 171; 
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BUSINESS OPPORTUNITIES 

Ramooiwt nnffi*— ^»xD Tp3CTX Ai w ujwi CAH.P B 0 »fc3aM w*<.«ovicEHgqwEeKTZHK0mn Lu i iTnm na 


Invest at ground level- «w 

sad early sugc bviioaies u Ac 
son of Aeir quest for gromfa. 

Reduced risk - vcr pabuthcs 

screened iarotuteot opportunity. 

Time saved - denOed. otgEEdn 
reporting enables your aucumeat. 

Flexibility & choice - project* in 
all industries. Inrcsi alone or with 
otbers. Gaia a dincnmUp. 

20 yrs experience ■ vcr has 

helped raise £2Zm for i50t- oocnpaniea. 


PROJECT AND COMMERCIAL | 
ftuxSng wafebia to UK and 
Wwnafcnte torts. 

I Angjo American 

Group 1%. 

Tel: D1BZ4 201 386 
Fag 01 884 201 377 

ESTATE AGENT 
Equity investor 
sought (£100K), for 
expansion of 
established Herts 
agent: Amanda 
(01727) 874487 

SECURITY PRODUCTS MARKET Buy- 
in team mtfi substantial to ruing seaft 
acquisitions in the security products 
marker. Cal 0113 230 6543 In strictaai 
conMenca. 


to apply It* proven, documented and tran if cubic approach to large 
fade mganuanoml changes. Ideal cmfidaes are training and consulting 
firm fiat ate looking far ways to make their current pr o gra ms more 
effective m accomptrihing the kvd of change dm their eliernB need. 

Reply hn confidence hk 

Corporate Lifecycles Inc, 24152 Park Rosso 
Calabasas, CA91302 USA 
E-MAIL: corptife^proiooetciwi 


BRANDED (QUALITY WOOLLEN) LADIES OUTERWEAR Co. 
SEEK - (TRADITIONAL AND DIVERSE) HIGH FOOTFALL RETAIL 
LOCATIONS FOR A/W« 

PROFILE - 

* OpenUing on Mnccssrae x 80k store/oudeo 
+ Aggressive retail price poiaVhalf or leas high s stoics, ensure cair 
product! arc high valumcAmpulse pw chases. 

+ Loral media penmobon/high trntnd recognition by target 45+ S£C Riuup 
+ Q3tm«e« above average £ persq ft retura. 


BUSINESS SERVICES 

RESEARCH ANALYST 

The incumbent to this position within the Equity Research 
Group of a leading financial institution will specialise in Eastern 
European and Russian equities, providing fundamental analysis 
of emerging markets in these areas. Applicants, educated to 
MBA standard, must be fluent in English. Russian and an 
Eastern European language and have minimum 8 years' relevant 
work experience in research, covering Eastern European and 
Russian emerging maricets, preferably gained with a leading 
international financial bouse and have thorough familiarity with 
Russian culture. Computer programming and spreadsheet 
proficiency essential. Salary negotiable. 

Please write in strictest confidence enclosing full curriculum 
vitae, to Box A6150, Financial Times. One Southwark Bridge, 
London SE1 9HL 


Motor Component 
Company For Sale 

Niche marka jpcdaliriug in 
-High Profit Components' - . 
T urnov er 4 Million, 

Profits to Mcesa of 500k pa. 
Directors wishing to retire. 

Wcfl established excellent dealer 
network, future | e n nui s ! 

Further fctaBfcvrte w 
Bus B58SK Flrendri times, 

Oue SsafiwBik Brideh Loudro SE1 9HL 


tLamg SaQalSiQfeGaetf 
Pete Pt?imsijii3sa 
Efca ©atftoaQ CjaffiKateaQ 

Eufly nut, huge antomer bare. hu*e 
parowJ.TA3 a l*. Net profit ttOL 
OLJLO.£l7tfc 
Rmhcrdetwh: 

0171 5S5 2429 falter 7JM pm] 


Precision Eng. 

South East 


Eununv modern plant, excellent 
long established customer list, 
dean very profitable company. 
Sales for 1998 circa £1 5 m. 
Retirement sale 


BUSINESSES FOR SALE 


Kingdom J 
Petfoods Limited | 

On Receivership) f 

I Cupar, Fife § 

*■ - .it 

Tlie above wholesaler, who distributes pet * 
products throughout Scotland and the % 
‘z North of England, offers rts business and jjj 
: assets for sate as a going concern. i 

m versatile warehouse facilities | 

■ Annual turnover c £2 mill ion 

ez 

■ Experienced workforce p 

■ Long established customer base. f 

p 

For further details, contact the Joint Receiver, 5 
DonaW McGruther, Grant Thornton, % 

1 1 14 West George Street, Glasgow, G2 1QF. 35 

Tel'. 0141 332 7484. * 

. Fax 0141 333 0581 - | 
y\\V r \!j\\ Web Site: ht4x/Mww:gra^ ? 

Grant Thornton ® | 

I A \ nrsfll \ Trie UK rarlMt fan ol Grant Thomton Memsdenid 
A. I r?\\ A^jfcrwod by ffw tns*uta a) Cnoffareel Accowtorts fo 
/ \ \ 1/1 \ n England end WMes. u carry an nMevnent busman S 


,\\in !lC 




C l ! K I S I I I tSi c u 


Surveyors, Valuers* Agents 


TuBHABDpmoMBn; 

Cahmosbe 

- DeaOed ptauBSf MBNaL 
12 bedroom botd. femetmt, 


The Sbuhgreu) Both. 

-ftituino.wnafcltoto*. 

• JlBIpteitim.WMi 
(lairowrotiUO). 
•S»a* owner's far 20 years. 


£75MMREEBOUl 


01412043000 


Northampton 


On the Instructions 


HnirwCT FOBMEB RffiffiStTIAL 
I CaseHdhdk 


ECTABUSHO) IF* PRACTICE - A unique 
opportunity IS obtain a vary profitable 
and highly regarded H=A practice based 
In Scotland. Establlsned lor over IS 
years he company specialises m togh 
not worth clients altering a range of 
sophisticated services. Offers are 
firfated In amass of Ft mbon details 
are available from David Munro on 
0141 5531 3». 


IM 


CONTRACTS & TENDERS 

REPUBLIC OF LEBANON 
MINISTRY OF MUNICIPAL AND RURAL AFFAIRS 
COUNCIL FOR DEVELOPMENT AND RECONSTRUCTION 
SOLID WASTE /ENVIRONMENTAL MANAGEMENT PROJECT 
MODIFIED INVITATION TO TENDER 
Cazaa of Tripoli (TripoREl Mina, El Bcddawi,El Bahsus and El Qalamaan 
Packages I and 3 : Supply of Collection and Cleaning Equipment 
The Republic of Lebanon has received funding from the International Bank for Re cow t ru cdon and Pwtlofwnt (IBRD) 
towards the cost of improvement of the solid waste Management sector in Lebanon and ft is intended that parts of the proceeds 
of this loan wBI be applied to eUgRde payments for the Supply of ( Iranmg Eqatpement project for (he Cazs of Tripoli. 

The Republic of Lebanon , represented by the Ministry of Municipal and Rural Affairs and the Council for Development and 
Reconstruction (CDR). invites sealed Mds from cBgiMe co n tractors for the fotiowing : 

PACKAGE I: Supply of 3 waste coSrction compactor trades (capac^ySoi 1 ) and 6 waste colection co m p act or troderfeaparity lOoN. 
PACKAGE 3: Supply of street s wee pin g mobie cqtdpmcnt namely 7 pick-op idsdte, 1 ntffly track, 1 mechanical street 
wasting / wa te rin g vehide, 1 mechanical street sweeper, 1 wheel loader and I water tank truck. 

This project wBI be administrated by CDR based upon the World Bank's giddefines and the packages wffl be coondered 
separately and d is tinctl y . Contractors can acquire the bidding do c u m e n t s and hid for one or both of the above-mentioned two 
packages. 

Contractors who have already undertaken gator projects are inrited to apply for one or both of the above-mentioned 
packages and wffl be subject to past-qaafificattaa according to (be criteria Stated in the bidding documents. 

The bidding do cume nts «B be aiatobk for colection at CDR offices against the sum of USS 200 (two iradred) for each 
package in the form of a banker's certified check in the name of tbe Council for Development and Reconstruction as of 
Monday 25th of May 1998 and are to be ret u rned before twelve o'clock noon (Beirut local due) an Monday 15th of June 1998 
at the folowfcift address: The Comdl for Development spd Reconstruction - TaBet ri ScraS - Beirut - Lebanon. 

The bid opening wB take place at the CDR on Monday 15th of June 1998 at twelve o’clock noon (Beirut local thae). 

Farther information any be obtained from: The Cowdl for Development and Re co nstruction 

Taiet d Serai Beirut, Lebanon - Phone; 961-1-981 431/2 -Facamak: 961-1-647 947 

REPUBLIC OF LEBANON 
MINISTRY OF MUNICIPAL AND RURAL AFFAIRS 
COUNCIL FOR DEVELOPMENT AND RECONSTRUCTION 
SOLID WASTE /ENVIRONMENTAL MANAGEMENT PROJECT SECTOR 
MODIFIED INVITATION TO TENDER 
CaaasoT ZAHLE, BAALBECKand HERMEL 
Packages 2, 3 and 4: Supply of Cofiection and (leaning Equipment 
and the Eq uip ment for Transfer Station 

The Rcpubfic of Lebanon has received a ioan (No 3899 LE) from tbe International Bank for Re cousU utri on and Development 
(IBRD) towards the cost of baproveinewr of the aoEd waste management sector ‘m Lebanon (SWEMF) and it t» Intended that 
parts of the procee ds of this loan wJ he applied to efigjble payments for the Sap ply of Collection and Cfcanhtg Equipment and 
Transfer Station for (he Casas of Zahki, Baalbeck and HenaeL 

Hie Republic of Lebanon, represented by (he Ministry of Munidpal and Rnrel Affairs and the Council for Development and 
Reconstruction (CDR), invites sealed bids from clifzjMe contractors for the fofiowmg : 

PACKAGE I: Snpphf of 11 waste colection compactor trucks (capacity Sm 1 ) and 20 waste collection compactor trucks (capacity 
lOnr) 

PACKAGE 3: Supply of street sweepmg mob& equipment, namely 12 pick-up vehides, 3 ntffity trucks, 2 mechaniral street 
washing / watering vehicle, 2 mechanical street s weepers , 3 wheel loader and 3 water tank tracks. 

PACKAGE 4: Supply of transfer mobile equipment, namely 1 transfer truck and I tr an sfer trader. 

This project wffl be administrated by CDR baaed upon the World Bank's guidelines and the packages wffl be considered 
separately and distinctly. Con tractors can acqmre the bidding documents and bid for one or mnrr of the above-mentioned 
three packages. Please note that Bid Document*, for packages No. I and 5 for (h» same tender as collected according to the 
previous announcement remain unchanged. 

Contractors who have already undertaken tim ila r projects are invited to apply for one or more of the above-mentioned 
packages and wffl be subject to post-qualification according to the criteria stated m the bidding documents. 

Tbe bidding documents wffl be available for coVectkm at CDR offices against the sun of USS 200 (two hundred) for each 
package in the form of a banker's certified check in the name of tbe (YmbkO for Development and Reco ns truction as of 
Monday 25th of May 1998 and arc (o be returned before twelve o’clock noon (Beirut local time) on Monday 1 5th of June 1998 
at the following address: The Cotoicfl for Development and Reconstruction - TaBet el Serai - Beirut - Lebanon. 

The bid opening wffl take (dace at the CDR onMonday 15th of June 1998 at twelve o'clock noon ( Beirut local time). 

Further information may be obtained from: The Council for Development and Reconstruction TaOrt el Serai, Beyrouth, 
Lebanon. Tel: 961-1-981431/2-981253-64398071 Fas: 961-1-862494- 647947 


WINE PRODUCING 
FACTORY IN 
HUNGARY 

Products: wine, sparkling wine, 
v e nn onth . alcohol- free drinks. 
Area: 5.5 ha: production 
buildings: over 7 JOOO &qro- 
FtiH production: grape and 
apple processing; wine tanks 
for 4 million liters; 
bottling, fruit concentrate 
production; railway. 

3J8 minion USD 
Fax: +36 78 312 95S 


BUSINESS FOR SALE 

Manufacturer erf 
totted cartons to ardor 
Blue chip customer base 
Turnover £2 mflfcon, profitable 
Ownera wishing to retire 
Box BS882, RnwnMUmas. 

Ona Souffmarit Bridpa. London SE1 9HL 

For Sale 

Extraordmary Opportunity 
in the Growth Market of 
Natural lOnoral Water 

Modem sprinted hemy 
for high quality noanm wa looted 
m Spool fPyrraoesi - My teemed - 

Ptodact akt ki Gmaay. 

Htwco.NateriiBk.SpWi 
Pot more Mmmmo pieue canaab) 
fax our dnmdtiuc afantor ia Gatnaiiy 
•M9 Obr Cmmay) ■ - *7 10 10 3» 


COMPANY FOR SALE 

Manufacturer of 
tubular steel products 
based in West Midlands. 
Blue chip customer base. 
Adjusted profits E10QEK. 

MSetoBnBaiXRiundMItaa 

Oar5otiSnfskBri&tLm£m3EISHL 


* Venture Gipitalbti. Are Urn ^ 
faUarctted In ParduitDg OrMagfng 
With A Snrewsfel MaWple 
PEVTAX PRACT7CE 
SoalbCajM. 

Reply to Sax BF875, ] 

F manri el Thaea, 

One Southwark BrtdgC, 
k Londoo SE1 9HL > 


V. SMALL SPECIALISED 
SYSTEMS MNISE. 


* 30 detnze Indgnc. AppRudnawly 

fi wittf patfamr ■ 

« Al toun HahflMtogdB wki^wMW 
pateadaL 

OitstS uiVuBU ItUBOU) 

BRmbn^h Offid R*fS2m44XS3 

01315576666 


Upon the hstrumont of / . 

N O'RdBy A S RymtmJobttUH 

Jteceivers of The Njcwood Centre, 

BoptorRegis, Wat Stum 
EMI NtnssvG Hone 
RaGEmnE0ftK35 
• 27 tingles aid 4 double betkoena, 
awM wab cn ante liaHtia. . . 

•Hw range £ 32 &£ 3 SO per seddtoc 
perwede- ■ 

nffltoWminiui 

Wlncheeur Offlbc Bef38fFT748S7a 

01962844455 


Off;ce5 at: London • Birmingham • 8r-.stol • Edinburgh 
Exeter • Glasgow • Ipswich - Leeds ■ Manchester 
Milton Keynes • Newcastle • Nottingham • Winchester 


r FOR SALE 

Quality Leisure Company 

fVhkfa bMetcdteret ^Tbaiw TypcT operation in 
SW Engbimta main tonriat area. Rated as one of the 
Thp attractiOBa in (he area t»y Local Authority. . . 
Set in excess of 100 acres with Poll Flaming Permission, wbta further 
approval for Holiday Lea or Park Rrtidrnry. Thk Company it 
Family Rim bringing in ProfiM in excess of 30 % oen. 
Conshka-able Amber potentiaL 
\KwM auk larger group with expansion plait era. 

Farther detail* from: Box B 588 L FlnanCM Time*. 

One Saattmrk Bridge, London SB) SRL 


an ironad att fen Soon, offices 

a>l staff ferifitw on second fkw 

* 9 rin^c. 9 dwtole bedrooms, fifl- 

• She areadm 0.74 acre, vehkdc 
access to real Yh sovicc road 

OfRRSDf OCXSSOF 
£ 325^06 mzaoLD 
Hilton Reyna Office 
Ref 7-VFT8041MC 

01908 206600 
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Transport Business 

For Sale j 

£1 .4 million turnover. 
Based in the Midlands. 

Contact: Snw bunas, 

Mans Pmjv Bams A Cn, 

Tm Old Coma. CBamkbs, 
Halaord Snaci, 
TaMWORTH B797RB 


jryiwuaitxuwt/bsr 



0UM73 02ML 


FOR SALE - Modern Estate Agency 
Business, South London. Prominent 
main road position, fully staffed, 
established, strong corporate Image, 
good reputation. Growing turnover. 
Owner selling (hie to other b us! risen 
com moments. EnquMen to; Bax B6B7S, 
Financial Times. One Southwark 
Bridge, London SE1 art. 
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BUSINESS SERVICES 
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L* taniniinne I 


The Complete web Page Design Service 

It has never been easier to advertise on the Internet 
Gall Saturnalia Designs now for straightforward advice on 
how tiie World Wide Web can make your business grow. 

Tel: 01625 890246 I 


, PUBLIC NOTICE 

MAXWELL COMMUNICATOR C0BP08ATKW PLC 
(HI ADMDHSTRATHHI) 

Sc b u — trf Aro B Mert 
Nbb of Restpabattai 

MSI 51^000,008 6% bonds of 1 988/1933 
ECU 75^)00,0008%% bonds of 1988/1 993 
SFr 15MB0,DOO 5% bonds of 198W1995 

NODS IS HEREBY GIVEN daw the seventh iflitrfoiiiiaa under the Scheme and 
the Plan wfll he paid en 3rd Jane 19M. 

Hdtteta of Oistribudon ChnSflceaiSTdtihie u ibe above WtethlhHiM present 
DMributhm Coupon No7 to their bank, or any bmch of the relevant agent bank 
ecetterderoniddcessaxootbekni inonkrB>ieaenettieae»eiaiv^sOifamioA. 

Failure to present the relevant Distribution Goqpoo for pay m an within one year 
from 3 line 1998 wilt readt in the Distritanim Coupon becoming void, with the 
rcsnlt that the holder of Ibc Dknfouiioo Coopon wtll thereafter not be cnthlod in 
receive any tfonfomiaa In respect thereof. 

Agent Bak for the ECU md DM Booth Ago* Bank for BreSwin Franc Bands 

Bsjciisdic Vatinsbonk AC Cretfe Sthjsc (fonnaty Swbw \fetabsnkj 

AmTuchcrperk 12 PO Box 1(10 

8CBI1 MQndtcn 8070 Zurich 

RderU Rcpubfic of Ccrmsny Swizeriaad 

AtentforeZQA63 Anennon: Z. ftl PSOL 12 

Dated 2P May 1998 

AMHomm 
JGA PthTBpi 
S Barnes 
SC Morris 

Adr niiM tial urt of Maxwefl Con arn i nirgr i o q Corponajoe PV 


Angers, Levin & Bahz 

Cost Effective Rqnsaitstion 
of Global (Seats in UjL Caaits 
A offices ia New York, 
Ncvr Jersey, Pamsylvaaia 
908306.1506 fiuu xl90Q 
Etaafl: A3jr@ansefalaw.coin 


LEGAL 

NOTICES 


BUSINESSES WANTED 


IN THE HIGH COURT OF JUSTICE 
CHANCERY DIVISION 
COMPANIES COURT 


No. 006303 of 1996 
No. 01056 of 1998 
No. 01057 of 1998 


In the Matter of 

BARINGS PLC 

(In Liquidation) 

In the Matter of 
Bi&hopscourt (BGH) limltwl 

(formerly BARING GROUP HOLDINGS LIMITED) 

(In Liquidation) 

In the Matter of 

Bishopscourt (BB&Co.) Limited 

(formerly BARING BROTHERS AND CO., LIMITED) 

(In liquidation) 

and in the Matter of the Insolvency Act 1986 

NOTICE !S HEREBY’ Gi\mpu«uani to Rule 1 1J(1A) of the Insolvency Rate I960, tiut the Kquidfltm 
trf the above-named companiro (hermaficr called "PLC", “BGH" and“BB4Co >T ) H^arebemgwonwi up 
pumum to the orders of tbe Court dated 23* November 1996 (for PLC) and Ifiih March 1998 (for BGH 
and BB&Co) maud ta pay a fint dividend to creditors within the period of 4 months fixnn 17th June 1998. 

THAT TOCh 4Mdmd alaU only be paid if the Eogfoh High Conn shall tore first sanctioned a 
scheme of anangeniem under uxoon 425 of the Compante Act 1985 (hrremaftcr oiled “the icfasne of 
amnsemaO proposed to be made bernwj PLC BB&Co and titer KSpcctivc sthemc 89 


^° W ^ defi0Cd ■" ** ^ manganent sod tbe of 

amngeniem sluUhare beemne efiecare in accordance with section 425(3) of the Companies Aa 1985. 

AND TAKE NOTICE that pursuant to a direction of Sir Richard Scon VC dated 29th Anril u»A riu 

to the «tt«si^cd IStgd James Hamflinn, Margaret Elizabeth Mi& and Alu Rcben Bkxns of Enin to 
)oen£, Bccket Howe, 1 Lambeth Palace Road, l4mdoaSEl 7£U, tbe liquidator* of P1 X, EGhIS 

^^L Pa T PSU ^^ 1 t5 e ^ othCTdivaieittdedaml before ha 

dtebquKlaton^ will not^ be obliged^ ro deal nth the pnwfi ofdebt lodged after the lan dare 
Jot proving* 1 7 ta June 1998. 

Dated tlizs 22od day of May 2998 

Nyl Jamea Hsrmltou, AUrgarct Eliabcdt Mills and Alan Rnbcn Blnwn, ite. limi ^ pf PTC. BGH and 
BB&Co of Becket House, 1 Lambeth fWace Road, LwKkra SEl 7EU 


TELEC0MMUNJCATI0NS 

WAN T E O 


European switchless rc-sclien required and IP network operators. 
Principals only: 

FAX Arm OF 




Do you just 
want to make 
a living? 



Or build 
a future? 


Print, Copying & Design Is the We blood of 
ev er y business. 

And as an owner of a Kail Kwik Confine you wpl have 
the perfect introduction to gU those businesses. 

So If you have £45,000 to invest, the abifity to manage 
yotir own team and enjoy dealing with customers, 
call us for an Information pack quoting FT26/5. 

FREEPHONE 0500 872060 


PRINT COPY DESIGN 


CONTRACTS & TENDERS 

Joint stock company Eesti. Raudtee (AS Eesti Raudiee) announces 

A COMPETITION 

for finding an investor for establishing a company for providing international 
railway passenger transportation services jointly with AS Eesti Raudtee 

1. AS Eesti Raudtee , acting pursuant to die “Reorganisation and Privatisation Scheme and 
Guidelines for tbe State Enterprise "Eesti Raudtee" as approved by the ordinance no 442- 
k of the Government of the Republic of Estonia of June 11th, 1997 shall establish a 
company for providing international railway passenger transportation services 
(hereinafter, “tbe Company”). . 

— The Company shall be. established by AS Eesti Raudtee together with an investor 
(hereinafter, “the Investor") as chosen on the basis of the present competition (he reinaft er 
“the Competition”). 

3. Tbe Company shall be established in accordance with Estonian law with the decisive 
majority (more than 50% of the votes determined by the shares) of votes belon g in g to the 
Investor. 

4. The Competition shall be implemented pursuant to the terms and conditions set forth by 
the Resolution of the general meeting of the shareholders, acting through the Munster of 
Transport and Communic ati ons, of AS Eesti Raudiee of April 13th, 199S (hereinafter “tbe 
Terms and Conditions trf the C omp eti ti on"). 

5. AS Eesti Raudtee shall, upon the fonnatiem of die Company, transfer to the Company as 
an in-kind contribution, assets necessary for organising international paw«ig<»r transport 
and conclude an agreement for the utilisation of necessary railway infrastructure. 

6. Upon die establishment of the Company. AS Eesti Raudtee and die Investor *h«n conclude 
a Shareholders’ Agreement which shall, in compliance with the Terms and Conditions, &ct 
forth die duties of (be shareholders vij a vis tbe company. 

7. Inforamtion on the Tams and Conditions , of the Competition and the terms and conditions 
for tbe establishment of the Company as well as the procedures therefore shall be 
delivered as a standardised package in Estonian and English languages to the address 
iadti tued by the applicant within three (3) days after the payment of 8,000 Estonian 
Kroons or 1 .000 Deutische Marks to the bank account of AS Eesti Raudiee no 
1 120238719 in the Eesti Hoiupattk, code 650. The sum mentioned hereabove shall not be 
remitted upon the dosing of the Competition. Information on the Terms and Conditions of 
the Competition shall be nude available upon a written request therefore to the address 
here below: 

AS Eesti Raudtee 
36 POdc Street, suite 310 
Tallinn EE0100, ESTONIA 

... . phone: +372 61 58 508Arfeftue +372 6 158 710 

8. Ail natural persons or corporations existing under private law, except such persons in 
which more than one-third of die votes determined by die shares or stock are held, 
directly or indirectly, by the RepobUc of Estonia of any local government unit of Estonia, 
shall be deemed qualified to participate ia the Competition. 

9. Tte tender shall be presented pursuant to die Terms and Cdndhions of due Competition in 
a firmly sealed envelope marked as “Competition: International Passenwr 
Transportation Company" addressed to 36 Pfldt Street, DiUnm EE0100. Estonk. the 
Chancellery of AS Eesti Raudtee. 

10. Only the reactors that ^arrived to ih c address indicated in Section 9 hereaW hy 
l^Mto^Aiignst 1st, 1 998. Estonian dme, shall be considered as participating in the 
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THE ARTS 


The winner - after an eternity and a day 

Nigel Andrews on the Palme d’Or winner, runners-up and losers as 
Europe’s most prestigious film festival draws to a close for another year 


Greek director Tbeo Angelo- 
poulost who has bees a giant of 
film festival cinema for 25 Tears, 
ever since The Travelling Piagets 
bowed at Cannes, and who made 
an audibly hurt runner-up speech 
three years ago when Ulysses' 
Coze narrowly lost to the rival 
Balkan epic Underground, has at 
last won the Palme d'Or. 

Eternity And A Day. a 
meditative odyssey on themes of 
loss and love, was the last film to 
be shown In the competition - 
thereby ruining Cannes betting 
cards. These were filled with 
shortlisted favourites-to-date 
(which were previously repotted 
here) such as Boorman's The 
General , Benigni's Life is 
Beautiful and Loach's My Name 
Is Joe. The first was consoled 
with a best director prize while 
the second made do with a grand 


jury prize. The third took best 
actor for star Peter MnUan, 
which most have left Loach 
himself feeling a little 
robbed. 

French director Erick Zonca 
m ight have expected more too 
than a best actress prize - to 
Elodie Bouchez - for his 
eulogised first feature La Vie 
Rkvte DesAnyes. The slight plot 
about two female flatmates split 
apart by one gird's torrid love 
affair is enriched by Zonca's 
laser -sharp detailing as well as 
Bouchez's powerful performance. 

Two films about child abuse 
were rewarded with “special jury 
prizes”. France’s unconvincing 
mood-piece La OasseDe Neige 
deserved it less than Denmark’s 
fitfully brilliant Celebration. 
Thomas Vmterberg's handheld- 
camera tragicomedy about a 


famil y reunion - T-S. Eliot out of 
Mike Leigh - is often bleakly 
hilarious, though there may be 
something foo neatly auto- 
destruct about a plot where 
everyone has a chip on his 
shoulder and/or chips away at 
other people. 

Several films, especially late 
on, battled for Palme de Drosse. 
From Russia, Alexei Guerman's 
KhroustaUoc. My Car! took 
wacky comedy to criminal 
lengths In a political satire 
apparently photographed by St 
Vitus. 

Hector Pixote Babenco gave us 
Illuminated Heart, in which a boy 
and a mentally disturbed girl 
love each other to distraction - 
the audience's distraction - over 
long scenes and years. And for 
half an hour Todd Haynes’s 
Velvet Goldmine looked as if it 


too might be s booby prize 
contender. 

The maker of arthouse 

samizdats such as Anson and 
Safe goes pop in this satirical 
fable about the Glam Rock early 
1970s. Filming in psychedelic 
hues, he throws everything at us 
from the ghost of Oscar Wilde to 
Ewan McGregor as a blond- 
wigged bisexual American rocker 
entwined romantically with a 
British counterpart (Jonathan 
Rhys-Meyer). 

In this film it is good to be gay. 
h is not so good to be sitting in 
the third row of the s talls . Eyes 
and ears are assaulted, although 
eventually you sit back and 
enjoy. This is not an argument 
for aesthetic rape; just that with 
Haynes you have the sense that 
anything can happen and 
eventually thing*: you do 
not like will yield to things 
you do. 

Elsewhere at Cannes minimal- 


ism was big. in film after film in 
the festival's second week, we 
gazed at the screen looking for 
movement like birdwatchers 
gathered in a 2,000-sent hide. 
Many gave up completely on Hou 
Hsiao-bsien's Flowers Of 
Shanghai, walking out midway 
through this brothel-set still 
life seemingly without end. 


Lodge Kerrigan’s Claire Dolan 
was more gripping, just: the tale 
of an American call-girl (Katrin 
Cartlidge with accent! battling 
runically with love and thnor 
mortis. You come out humming 


the architecture, fabulously 
photographed in bleak Antonioni 

mode 

But the best no- frills latecomer 
was the winner. As a title 
Eternity And A Day almost 
unites rude remarks. For 
detractors it is the average 
running time of a Theo 
Angelopoulos movie. But here 


Bruno Ganz as a poet in 
existential exile wanders through 
a musing, even lyrical 
walkabout, where mists and 
mystery street weddings and 
whispering seashores spell out a 


world where no one quite belongs 
but which no one. also, wants to 
leave. 

For all the film's slowness, we 
don't want to leave either. 
Shuffling off his sometimes 
cumbrous symbolism. Angelo- 
poulos makes a spare, forked, 
beautiful movie all about the 
choices offered by the path of life 
and the final nochoice face-off 
between life and death. 

Minimalism signed out. 
inevitably, just before the closing 
night film. This was Godzilla, the 
spirit of movie maxima] ism. The 
creature stomped into town 
scattering hotels, yachts, limmos 
and critics. He.she was screened 
out of competition - which may 
have angered him, her even 
further - while I and anyone else 
who could escaped via Nice 
Airport. 

Best, we thought, to postpone 
the monster meeting until 
Godzilla’s, fine-tuned July 
Euro-release. Especially, we also 
thought, alter a Cannes Festival 
whose tasty astringent variety 
hardly needed a big- bang ending 
at all. 


Shuffling off his sometimes cumbrous 
symbolism, Angelopoulos makes a 
spare, forked, beautiful movie about 
the choices offered by the path of life 
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ART THE TATE, LIVERPOOL 


A Cubist 
adventure on 
the Mersey 


William Packer 

welcomes the 
gallery’s new 
spaces 

The north-western comer 
block of Liverpool’s Albert 
Dock, with its high, spectac- 
ular views across the Mer- 
sey, remains to all outward 
appearance much as it was 
when it was buDt early in 
the 19th century - albeit a 
little smarter, with the wear 
and tear of ancient com- 
merce long since repaired, 
but as massive and hand- 
some as ever. 

Taken over by the Tate in 
the mid-1980s and opened as 
its northern arm in 1988, it 
has, however, been closed 
these past 18 months for 

Last week’s 
reopening is a 
cause for 
celebration . 

extensive interior remodell- 
ing to finish what the late 
James Stirling’s original 
plans: the conversion into 
exhibition galleries of the 
building’s top Boor, high up 
under the barrel roof and 
commanding the most spec- 
tacular views of alL 

In the bands of Stirling’s 
successors. Michael Wllford 
and Partners, the opportu- 
nity has also been taken to 
rationalise and extend the 
administrative offices, the 
shop, cafe and entrance hall 
A further 30 per cent of the 
actual space has now been 
brought into use, at a total 
cost or just under £7m, £3Rm 
of which cam e from the Her- 
itage Lottery Fond, with the 
balance met by the five local 
boroughs and corporate and 
private donors. 

Some might ungenerously 
wonder why all this was not 
done in the first place, at 
less cost. But pre-lottery and 
during a recession, these is 
little to wander at. Visitor 


numbers were grossly under- 
estimated, the pattern of use 
as it evolved was naturally 
unforeseen. Curatorial prior- 
ities and practices change, 
and the very latest equip- 
ment and techniques bring 
new opportunities. Ten years 
on is no bad time to try 
again, in the light of practi- 
cal experience, to get thing s 
right 

Last week’s reopening, 
then, is cause for celebra- 
tion: the successful accom- 
plishment of a sensible 
scheme that gives the insti- 
tution a national rather than 
regional importance. 

The opening displays are 
curiously low-key; indeed, 
those new galleries at the 
top are still effectively exhib- 
its tn themselves. They are 
generous, light and airy 
spaces exhibiting installa- 
tions by six artists - includ- 
ing one of last year's Turner 
finalists, Christine Borland 
(with a set of blue-and-white 
porcelain skulls) - who were 
asked to make a work in 
some sense , based upcp_tbe 
city of Liverpool. They are 
shown as part of “Artran- 
spennlne98”, a far wider 
project that throughout this 
summer is running innumer- 
able related exhibitions in a 
broad swathe across the 
entire country, from Liver- 
pool to HuIL 

The other displays prove 
more substantial, serving 
the admirable if under-stated 
purpose of celebrating the 
strength in depth of what 
the Tate has now taken to 
calling its National Collec- 
tion of Modern Art. 

The Spirit of Cubism in 
particular is grattfyingly 
impressive, not least because 
it demonstrates the Tate's 
principled nerve in consign- 
ing one of the most impor- 
tant groups of work in its 
entire collection to the North 
of England for a whole year. 
It has become a conventional 
British response to come 
away from visiting modem 
collections In Paris or New 
York not merely impressed, 
but belittling our own. Yet 


A ynrt nyfngly Impressive show: ‘Bust of a Woman' (1909) by Picasso 


hoe we have, in examples of 
the highest quality, a full 
account of the Cubist adven- 
ture which started with Pic- 
asso’s “Demoiselles d’ Avig- 
non" of 1906. now in New 
York, and ended with his 
great “Three Dancers” of 
1925, which the Tate 
acquired direct from Picasso 
in 1965, for all of £60,000 and 
to questions in the House. 

Here, on. the cusp of Surre- 
alism. “Three Dancers" con- 
cludes a show that begins by 
tracing sources back to 
Cezanne on the one hand 
and tribal sculpture on the 


other, and with Picasso and 
Braque in their brief, inti- 
mate collaboration between 
1909 and 191L The widening 
ripples and after-shocks are 
registered in the works of 
such as Gleizes, Gris, 
Lipchitz my! Laurens, paral- 
lels drawn with Mondrian. It 
is an absorbing study exhibi- 
tion. 

Urban. in the gallery next 
door, is a more loosely the- 
matic, less solidly art-histori- 
cal display, drawing upon 
the collection from the turn 
of the century, with Severi- 
ni's speeding, smoky railway 


train, and Delaunay’s frac- 
tured cityscape above the 
roofs of Paris, to Lisa Milroy 
in Finsbury Square almost 
the day before yesterday, 
and with Auerbach. Koons. 
Hamilton, Grosz and so on 
into the bargain. It is a 
loosely interpreted theme: 
Mondrian is here again, but 
now in the 1930s at bis most 
rigorously reductive; Ell- 
sworth Kelly in 195? as mini- 
mal as he would ever be, and 
Mary Martin with an hyp- 
notic abstract mobile oddly 
reminiscent of Magritte’s 
strange flying objects. 


A rolling miscellany of 
Modern British Art com- 
pletes the present visual 
treat - landscapes, still-lifes, 
sculpture, figuration, 
abstraction - from Vanessa 
Bell to David Hockney. 
Henry Moore to Ghisba 
Koenig. William Nicholson 
to his son, Ben. 

The Spirit of Cubism: Urban: 
Modem British Art - afl from 
the National Collection: The 
Tate Gallery Liverpool, Albert 
Dock, Liverpool 3, onti April 
1999. Artranspennine98, until 
August 16. 


FINE ART FAIR NEW YORK 

Rain starts play 
at the Armory 


After five years, the 
International Fine Art Fair 
seems to have finally found 
its footing. Organised by pro- 
moters Brian and Anna 
Haughton at New York's 
Park Avenue Armory, this 
year’s incarnation (May 7-13) 
was one of its most success- 
fill ever - a fact due less to 
the quality of art on offer 
than to the meet capricious 
of reasons. 

First, the Haughtons were 
lucky with the weather. The 
May fair usually coincides 
with New York's first kiss of 
summer, sending every sane 
person to their vacation cot- 
tages, beaches or parks. This 
year. New York was soaked 
by 12 days of rain. In search 
of a nice place to kill a few 
hours while waiting for the 
rain to cease, a good number 
of the damp public outside 
found their way to the 
Armory. 

The second reason for the 
fair’s popularity was that 
just when the buoyant econ- 
omy has spawned dozens of 
potential collectors, the auc- 
tion houses came up short 
Thin pickings at both Sothe- 
by’s and Christie’s spring 
sales made the Armory’s 
offerings an attractive alter- 
native. 

Third, the Haughtons 
changed their opening-night 
charity, which proved popu- 
lar. The glittering black-tie 
opening dinner drew over 
1200 people and raised a 
record $750,000 for the Lenox 
Hill Neighborhood House, a 
social services agency for 
Manhattan’s Upper East 
side. Happily for the dealers, 
several first-night purchases 
were made, including “Still- 
Life of Roses" by Fantin- 
Latour at Galerie Schmit 
(Paris) for just under Sim. 

Although old master pic- 
tures made less of an impres- 
sion this year compared to 
past fairs, a handful sold, 
most notably Richard 
Green’s large floral still life 
by Abraham Mignon, and 
Aert van der Neer’s “Winter 
Landscape" sold by Clovis 
Whitfield. 

Drawings in particular 
were popular. London deal- 
ers Spick /Lege r sold eight 
sheets, notably a rare pen- 
and-wasb Gothick fantasy by 
Victor Hugo, for $200,000, 


and an especially sensitive 
pen-and-wash sheet of 
"Mourning Women” by John 
Flaxman Tor $55,000. 

Although the May fair 
began as primarily an old 
masters event, the increas- 
ing paucity of attractive 
material has led Impression- 
ists and other 19th century’ 
paintings to dominate the 
proceedings. Paris dealers 
were particularly successful, 
with Galerie Daniel Malin- 
gue selling a line Pissarro, 
“La Route de Louveciennes", 
for SI .9m. and among Galerie 
Hopkins-Thomas* sales was 
a 1901 Monet pastel of Char- 
ing Cross Bridge for $740,000. 

Hollis Taggert Galleries of 
New York brought American 
pictures in the $20-90,000 


Encouraging were 
the number of 
sales of paintings 
of serious, but 
uncommercial, 
subjects 

range by mostly lesser- 
known artists, selling a still 
life by Anna Elizabeth Hardy 
for $22,000. Moderately 
priced 19th-century French 
sculpture and medals from 
David and Constance Yates 
of New York and 19th- 
century French drawings 
from Neil Fiertag of Paris 
were also popular. 

But perhaps the most 
encouraging aspect of the 
fair were the number of 
sales of serious uncommer- 
cial subjects. Patrick Derom 
of Brussels sold both a Bel- 
gian symbolist drawing of an 
Archangel by Jean Delville 
and a Henry de Groux paste) 
of a jowly Richard Wagner. 
And Paul Delaroche’s som- 
bre “Lamentation Beneath 
the Cross" was sold by W.M. 
Brady to an American 
museum for $45,000. All 
these gave lie to the com- 
ment such items usually 
elicit “You’ll never sell that 
at an art fair - people won't 
understand it!” 

Paul Jeromack 



INTERNATIONAL 


sketches and source material; to PhHharmonfc Orchestra; May 26. 
Jun 1 29, 31 


Arts 

Guide 

AMSTERDAM 


OPERA 

Nether lan ds Opera, Hot 
Muriektheater 

Tel: 31-20-551 8911 
Siegfried: by Wagner. New 
production conducted by Hartmut 
Haencherv in a staging tv Pterre 
Audi; Jm 1 


BERLIN 

CONCERTS 

PhBharmonie 

Td: 49-30-2548 8354 

Berlin Philharmonic Orchestra: 

conducted by Bernard Haitink in 

works by Schubert and 

Shostakovich. With soloist Matthias 

Goeme; May 28, 30, 31 


DUBLIN 

EXHIBITION 

Irish Museum of Modem Ait 

Tel: 353-1-612 9900 
Brian Cronin: Pat Face With Fork. 
First exhibition in Ireland of work 
by the DubCn-bom, New 
York-baaed illustrator. Spans his 
career from his first illustration "to 
recent drawings, and Includes 


FLORENCE 

OPERA 

Maggio Musicaie Ftorentino 
Tet 39-55-211158 
wwvrjnaggioGoraitfno.com 

• Le Comte Ory: by Rossini. New 
production conducted by Roberto 
Abbado in a staging by Lorenzo 
Marianl; ETi-Teatro della Pergola; 
May 27, 28. 30 

• Wozzedc by Berg. New 
production by WWtam Frfedkn, 
conducted by Zubin Mehta; Teatro 
Comunale; May 26, 29; Jun 1 


GLASGOW 

OPERA 

Scottish Opera, Theatre Royal 
Tet 44-141-332 9000 
The Queen of Spades: by 
Tchaikovsky. Conducted by 
Richard Armstrong In a staging by 
Yannte Kokkos; May 28 


GLYNDEBOURNE 

OPERA 

Gfyndebbume Festival Opera 

Tet 44-1273-815 000 

• Cod Fan Tutta by Mozart Now 
production by Graham Vide, 
conducted by Andrew Daws. Cast 
indudes Alan Qpie and Barbara .. 
FrtttoH With the London 
Phffioarmonic Orchestra; May 30; -.- 
Jim 1 

• Kalya Kabanova: by Janfifiek. 
Revival of NKo&us LehnhofTs 
production, conducted by Yakov 
Kreizberg, with designs by Tobias 
HobebeL Cast includes Amanda 
Roocroft. With the London 


HELSINKI 

OPERA 

Finnish National Opera 
Tet 358-9-4030 2211 

• Siegfried: by Wagner. 

Conductor Leif Segerstam, director 
Getz Friedrich and designer 
Gottfried PBz continue their 
collaboration on the Ring with this 
new production. The title role Is 
sung by Stig Andersen; May 29 

• The Magic Flute: by Mozart 
New production by Swedish 
director Etienne Glaser, designed 
by Peter Ttltberg; May 28 


LAUSANNE 

EXHIBITION 

Fondatfon de 1 ’Hermit ag e 
Tet 41-21-320-5001 
PointtUfeme: more than 100 works, 
including loans from Europe and 
the US. tracing the influence of 
Seurat on a generation of young 
painters at the turn of the century; 
to Jun 1 


LONDON 
.Concerts 
B arbican HaB 
Tel: 44-171-638 8891 
London Symphony Orchestra: 
Andrfi Previn conducts a 
- programme of works by Copland, 
Previn and Schumann; May 31 

Royal Festival Hall 

Tek 44-171-960 4242 
-Vienna Phffiwrmonie Orchestra: 
--.conducted by raccartio MutJ In 
works by Brahma and Stravinsky, 


May 28 


MUNICH 

CONCERTS 
PhU ha rmo n ie Gasteig 
Tet 49-89-5487 8181 

• Bavarian Youth Orchestra: 
conducted by Reinhard Steinberg 
In works by Brahms and Beriioz. 
With piano soloist Paul Rivinius; 
May 27 

• London Classical Players: 
conducted by Roger Norrlngton In 
works by Haydn and Mozart With 
violin soloist Thomas Zehetmatr 
and viola soloist Ruth KHIrus; May 
28 


NEW YORK 

CONCERTS 
Lincoln Center 
Tel: 1-212-721 6500 
wwwlmcotncenterjxg 
New York Philharmonic: world 
premiere of Del Tredti's The 
Spider and the Ry, for Vocalists 
and Orchestra, conducted by Kurt 
Masur. The programme is 
completed by works by Copland, 
VrvaicE, Weber and Ravel; 

May 28. 30 

EXHIBITIONS 

Me t r opolitan Museum of Art 

Tet 1-212-879 5500 
www.metmusaum.org 
Paul Strand, Circa 1918: 50 rare 
prints, focusing on the 
photographer's eeriy works; 
to May 31 

Musetan of Modem Art 

Tel: 1-212-708 9480 

www.moma.org 

Fernand Lfiger (1881-1955): 


retrospective comprising some 220 
paintings and drawings by the 
early modernist; to May 27 


PARIS 

CONCERTS 

Theatre des Champs Elysfies 
Tel: 33-1-49525050 

• Natalie Dessay: recital by the 
soprano, with the Orchestra de 
Paris conducted by Jun Markl. 
Programme includes works by 
Ravel, Granados, Delibes, 
Rachmaninov and Gltere; May 27 

• Orchestra National de France: 
conducted by Yuri Temirkanov in 
works by Rimski-Korsakov. 
Rachmaninov and Bgar. With 
piano soloist Yefim Bronfman; 

May 28 

• Vienna Philharmonic Orchestra: 
conducted by Seiji Ozawa In works 
by Brahms and Stravinsky; May 26 


PRAGUE 

CONCERTS 
Dvorak Hall 

Midori: recital by the violinist of 
works by Beethoven, Brahms. 
Szymanowski and Saint -Safins. 
With pianist Robert McDonald; 
May 28 

Smetana Hall 

Kathleen Battle: recital by the 
soprano of works by Handel. Wolf. 
Faure, Rossini and Turin a. 
Accompanied by pianist Roger 
Vigo oles; May 28 


ROTTERDAM 

EXHIBITIONS 

Kunsthal 

Tel: 31-10-440 0300 


• Look at me; Fashion and 
Photography in Britain i960 to the 
present First stop tor a touring 
exhibition which tracks the 
development of fashion 
photography with its emphasis 
firmly on popular culture rather 
than haute couture; to Aug 9 

• Roger Salieri: This Africa. Works 
representing South Africa’s white 
rural poor, by the American 
photographer (b.1950); to Jun 21 


SALZBURG 

CONCERTS 
Salzburg Cathedral 
Amsterdam Baroque Orchestra: 
and Choir: conducted by Ton 
Koopman in a concert which 
opens a four-day festival of 
Baroque music; May 29 


SAN FRANCISCO 

CONCERTS 

Davies Symphony Hal! 

Tat 1-415-864 6000 
wwwsfsymphony.org 
San Francisco Symphony 
Orchestra: conducted by Michael 
Trlson Thomas in Mahler’s 
Symphony No. 2. Resurrection. 
With soprano Rebecca Evans, 
mezzo-soprano Florence Quivar. 
and the San Francisco Symphony 
Chorus; May 27, 28. 29. 30 


TOKYO 

CONCERTS 

Suntory HaD 

Tel: 81-3-3584 9999 

• Crty of Birmingham Symphony 

Orchestra: conducted by Sk Simon 

Rattle in works by Brahms and 

Beethoven. With violin soloist Ida 


Hendel; May 26 

• Pittsburgh Symphony 
Orchestra: conducted by Martss 
Jansons in works by Beethoven 
and Shostakovich; May 27 

• Tokyo City Philharmonic: 
conducted by Taijiro ihnori Vi 
works by Schumann and Bruckner; 
May 28 


WASHINGTON 

CONCERTS 

Kennedy Center Concert Hall 
Tel: 1 -202-467 4600 
National Symphony Orchestra: 
conducted by Leonard Slatkin in 
works by Varese, Saint -Safins and 
Holst. With cello soloist Han-Na 
Chang; May 28, 29, 30 


TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe c an be received In western 
Europe on medium wave 848 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06L30: Moneyline with Lou DoObS 
iSHO: Business Asia 

19.30: World Business Today 
22.00: World Business Today 
Uptime 

• Business/Marfcet Reports: 
05:07; 06:07; 07:07; 0820; 0920; 
1020; 1120; 11:32; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from LIFFE as the 
London market opens. 
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Indonesia’s legacy 


To most people Suharto was a corrupt dictator whose fall will 
enable his country to recover. Alas, things are more complicated 


What are the lessons of Mr 
Suharto's downfall? One is 
that financial plagues of 
astonishing virulence can 
afflict countries with few 
obvious signs of 

vulnerability. A second is 

that despotisms find 
disowning their past more 
difficult than democracies. A 
third is that opportunity can 
spring even from disaster. 

But a happy ending is Far 
from ensured. Indonesia will 
need much luck, good policy 
- and outside help. 

It is now the country 
expected to suffer most from 
the financial disease that 
has swept much of Asia. At 
the end of April, the 
Washington-based Institute 
for International Finance 
forecast that the economy 
may contract 12-5 per cent 
this year, while inflation 
could reach 48 per cent. By 
comparison, the HF forecasts 
the shrinkage of the Thai 
and South Korean economies 
at only 7 per cent and 5 per 
cent, respectively. At its 
trough, in January, the 
rupiah had lost five-sixths of 
its value. 

In a low-inflation economy 
with an excellent long-term 
record, this must be 
unprecedented. Imagine 
what would happen to the 
UK if sterling fell, within a 
few months, to 40 US cents. 

Nobody expected this 
disaster. As recently as last 
October (ie. after the first 
round of Asian trouble) the 
International Monetary 
Fund forecast Indonesia's 
economic growth at 3 per 
cent this year. i 

It had good reason for ( 
such confidence. 
Notwithstanding the 
massive accumulation of 
wealth in the hands of his 
family and friends, Mr 
Suharto had to bis credit 32 
years of successful 
government of a far-flung 
country with as many people 
as Germany, France and 


the UK put together. 

His governments had 
confronted many difficulties. 
Yet, according to the World 
Bank, the proportion of 
Indonesians living on an 
income or a dollar a day (in 
1385 dollars, at purchasing 
power parity) shrank from 64 
per cent in 1975 to only 11 
per cent in 1395. Even China 
did not do as welL Between 
1970 and 1995, life 
expectancy jumped from 48 
to 64; the adult literacy rate 
rose from 54 per cent to 84 
per cent; real incomes per 
head of the poorest 30 per 
cent rose by 130 per cent: 
and the infant mortality rate 
halved. 

Even last summer. 
Indonesia bad few symptoms 
of the disease it was to 
catch. It had not suffered 
from a marked decline in the 
return on investment unlike 
Korea and Thailand. It had 
not had an investment 
boom: the share of 
investment in gross 
domestic product was 32 per 
cent in 1996 against 36 per 
cent in 1990. its budget had 
been in small surplus 
throughout almost all of the 
1990s and inflation had been 


below 10 per cent. 

Tts current account deficit 
had not been above 4.4 per 
cent of GDP in this decade 
and. according to 
•LP. Morgan, its real 
exchange rate was only 5 per 
cent higher in 1996 than In 
1990. Unlike Thailand, 
Indonesia had not 
experienced explosive 
growth in domestic bank 
credit to the private 
sector. 

There had also been no 
rapid increase in liabilities 
to foreign banks: the ratio to 
GDP was 25 per cent in 1996, 
ag ains t 24 per cent in 1993. 
And. in mid-1997, two-thirds 
of loans from foreign banks 
were to the non-hank private 
sector. 

Yet Indonesia did make 
two lethal emus. First, it 
allowed the non-bank 
private sector to accumulate 
unhedged short-term foreign 
liabilities that exceeded 
official foreing-exchange 
reserves by 70 per cent in 
mid-1997. Second, it allowed 
the banking sector to 
operate with a high level of 
non-performing loans. 

Cronyism helps to explain 
the poor condition of 


Indonesia's tall from grace 
Eachan^ rales agafrist tfe dollar iretased) 
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domestic banks and the 
confidence with which 
foreigners lent to the 
non-bank private sector. But 
the Importance- of the 
despotism, or the corruption, 
or even both together, must 
not be exaggerated. After all, 
Thailand was a democracy, 
while South Korea was 
governed by its first elected 

civilian president. 

Transparency 
International - the 
Berlin-based, anti-corruption 
watchdog - rated Indonesia 
the 46th most corrupt of 51 
countries, in 1997. Bat the 
45th was India - both a 
democracy and crisis free. 

Where the nature of the 
regime was important was in 
its failure to restore lost 
confidence. The touchstone 
for credible policy became 
the demands of the IMF - 
and the ageing Mr Suharto 
was demonstrably unwilling 
to meet those demands. 

Yet it would be wrong to 
blame the disaster on the 
regime alone. As Steven 
Radelet and Jeffrey Sachs of 
the Harvard Institute for 
International Development 
have argued, a 
self-reinforcing and 
contagious panic has been a 
central part of the story, 
particularly in Indonesia.* A 
central question has been 
how to halt it 

The IMF has recognised 
the importance of panic. But 
it emphasises the need for 
changes in policy, to restore 
confidence. Its programmes 
have called fear some fiscal 
and monetary tightening; 
radical structural reform, 
including de-monopolisation, 
closure of bankrupt financial 
institutions; and swift 
recapitalisation of the 
remaining banks. Moreover, 
wishing to avoid 
nationalisation of 
private-sector debt the IMF 
was determined not to 
become too heavily involved 
in negotiations to reschedule 
and write off such Uabflities- 

The critics assert Chat 
breaking up monopolies, 
albeit desirable, had 
virtually no relevance to the 
Immediate crisis; bank 
closures exacerbated the 
panic; fiscal tightening was 
unnecessary in a country 
with Indonesia’s long record 
of prudence; and the delay In 
dealing with the overhang of 
private-sector debt made 
restoration of confidence in 
effect impossible. For the 
critics, the IMF's medicine 
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will make the patient far 
weaker than need be. 

The point, however, is not 
whether the critics are right 
- in some respect s they are. 
It is rather that Mr Suharto 
was a pariah in a world led 
by a US that had become 
embarrassed by an ageing 
dictator who had once been 
a valued ally. The 

superpower was determined, 

in the post-cold war era, to 
promote democracy. 

Against this background, 
Mr Suharto could not afford 
to be at loggerheads with the 
IMF as well. It Is no surprise 
that by the end of March, 
Korea had received $ZL7bn 
in official assistance, 
Thailand S10.2bn and 
TnrfrnuMrfa a mere $3bn. It is 
little more of a surprise then 
that private sector 
confidence was also 

remained absent 

Mr Suharto leaves behind 
a country set for a messy 
transition to an uncertain 
democracy in the midst of a 
slump. 

. If the economy is to 
recover, the overhang of 
short-term debt to Ihe 
private sector must be 
eliminated by a mixture of 
rescheduling, debt-equity 
swaps and write-offs; a way 
must be found to expand the 
supply of domestic and 
foreign credit to potentially 
profitable enterprises, 
particularly exporters; and 
confidence in political 
stability must be restored, 
generating a return of flight 
capital nn<i new inward 
investment. 

To obtain the 
international support it 
needs, the new government 
must impose austerity, 
introduce economic 
restructuriigj and deal with 
the controversies over the 
purloined assets of the 
Suharto family. President 
Habibie is most unlikely to 
pull off anything dose to 
this. His is a transitional 
government in a country 
that cannot afford a 
prolonged transition. If 
worse is not to come. 
Indonesia needs a miracle. 


LETTERS TO THE EDITOR 


US now sees Africa as important 
player in the global marketplace 


Witney 


From Mr Witney 
W. Schneidmon. 

Sir. Philip Stephens' Afro- 
pessimism, developed in his 
article "Forgotten continent" 
(May 15), is unfortunate for 
tts one-sided view of political 
and economic trends on the 
African continent. When Mr 
Stephens asks, "who cares if 
Africa falls off the edge 
of tiie global marketplace?”, 
the answer is swift and 
resounding: many govern- 
ments do, especially the 
Clinton administration, as 
do many people' in North 
America, Europe and Asia. 
Those people who care the 
most are the TOQm -who popu- 


late sub-Saharan- Africa.. 

If Africans and the inter- 
national community dlcT not 
care, economic growth 
would not- be .approaching 5 
per cent bn a continent-wide 
basis! Nor 'would the number 
of countries which have 
established some form of 
democratic government have 
increased from five in 1990 to 
more than 25 in 1998. More- 
over, there would not be the 
sharp increase In trade and 
investment between Africa 
and its international part- 
ners, especially the US. that 
is occurring today. ' 

. The African “renaissance", 
while fragile, is a reality. It 


Monetary stimulus to Irish economy 


From Mr Dan McLaughlin. 

Sir, Your' leader on the 
Irish economy ("Irish 
boom?". May 20) understates 
the monetary stimulus given 
to the economy by Emu 
membership. Nominal inter- 
est rates will fall substan- 
tially hut there will be a 
larger decline in real interest 
rates. 

Irish inflation Is currently 
2J5 per cent and may be &5 
per cent by year -ezid, as a 
result of the punt’s depreda- 
tion over the past 18 months. 


Under normal circumstances 
higher inflation would 
prompt a unilateral rise In 
nominal rates but this can- 
not happen if the punt is 
fixed within the euro. So by 
end-1998 real 10-year yields 
in Ireland may be less than 2 
per cent and real three- 
month rates may be below l 
per cent, which is likely to 
give a further stimulus to 
borrowing and increase 
demand for real assets, such 
as equities and property. 

In the longer term. Irish 


inflation should In theory 
decline as competitiveness is 
eroded but this could take 
some time. In the short term, 
lower real interest rates in 
Ireland can only exacerbate 
the property boom in Dublin 
and widen the gap between 
Irish economic growth and 
that in core Europe. 


Dan McLaughlin, 

ABN AMRO Stockbrokers, 
ABN AMRO House. 

IFSC Dublin 1, 

Republic of Ireland 


‘Non-nerd’ position in Microsoft debate 


*Steoen Radelet and Jeffrey 
Sachs. The Onset of the East 
Asian Financial Crisis, 1998. 
and the East Asian Financial 
Crisis: Diagnosis, Remedies. 
Prospects, 1998 http :// 

www. hud-harvard. edulpubf 
otherlasiacrisis.htmL 


From Mr Douglas Finney. 

Sir, Perhaps it is time for 
the voice of “non-nerds” to 
be heard in the Microsoft 
argument. I am a • “fifty- 
something" who has had to 
familiarise himself with 
word processing, spread 
sheets and so on. I have no 
understanding or feeling for 
the technology*,' I require' 
something that is compre- 
hensible and works. 

Brace Page (Letters, May 
21) blinds us with science in 
a demonstration that Micro- 
soft does not Innovate. We 


"non-nerds” would suggest 
that Windows is a consider- 
able innovation, arguably 
one of the most important 
enabling factors for the cre- 
ation of small business. 
When I buy a ear I do not 
want to have to undertake 
in-depth research regarding 
air-conditioners. 1 am -happy 
with what is installed. 

Meanwhile, In his article 
“A window of opportunity?" 
(May 21), Peter Martin 
underlines the inevitability 
of Microsoft's commercial 
strategy.- The “non-nerd" 


view is that spending hours 
of time learning new, incom- 
patible methods, as proposed 
by the company every two 
years, represents a terrible 
cost. 

In short neither the argu- 
ments of the “hate Micro- 
soft” campaign nor those of 
its defenders addresses my 
concerns. I believe that I am 
In a huge majority, from sec- 
retary to chairman. 


Douglas Finney, 

34 Bolingbroke Grove. 
London SWI1 6EJ, UK 


Number One Southwark Bridge, London SE1 9HL 


Martin. Wolf@FT.cam 
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The Microsoft quick quiz 


In a course on public policy, I wouldn’t give the Justice Department a pass if the case 
were an exam question - the company would get the better grade 


I f the Microsoft case 
were an exam question, 
it would go roughly as 
follows: “Once a com- 
pany has earned a dominant 
share in Its market, its deci- 
sions over product design 
and marketing should be 
regulated by the govern- 
ment True or false? Explain 
and justify your answer." 

The US Justice Depart- 
ment is, in effect answering 
“true", while Microsoft is, 
not surprisingly, answering 
“false". If I were reading the 
exams. Microsoft would get 
the better grade. 

Let us start with the 
points of agreement No one 
disputes that Microsoft now 
sells the lion's share of oper- 
ating systems on personal 
computers. Consumers do 
have alternatives to Micro- 
soft's Windows, such as OS/ 
2, Unix, and the Apple Mac, 
bnt these make up less than 
20 per emt of the market 
In addition, no one dis- 
putes that Microsoft 
achieved Us large market 
share legally. Put simply, 
Microsoft became the market 
leader by giving consumers 
a good product at a good 
price. Computer aficionados 
might argue that other com- 
panies have offered more 
cutting-edge technology but 
for the great unwashed 
masses of computer users 
(including myself), Microsoft 
has been part of the tread 
toward easier and cheaper 
computing. Even most of the 
firm’s critics admit that the 
history of Microsoft shows 
capitalism at its best 
Now comes the hard part: 
Given Microsoft’s current 
position, can we trust mar- 
ket forces to limit Micro- 
soft’s hegemony? The gov- 
ernment says no. Of the 
many issues in dispute, the 
most important Involve 
product design. The govern- 
ment argues that if Micro- 
soft is allowed to integrate 
internet technology into 
Windows, it will use such 
bundling to extend and pro- 
tect Its market power. Micro- 
soft, on the other hand, 
views integration- not as 
anti-competitive but as an 
attempt to give consumers a 
better product. 

No one can deny that put- 
ting new features into old 
products is a natural part of 
technological progress. Cars 



Microsoft c ha irm a n BiB Gates (left) and Joel Klein, tread of antitrust 
at the Justice Department Michael Getestnger/Reutsre 


today include stereos and 
air-conditio n era, which, were 
once sold separately. Calcu- 
lators come with amortisa- 
tion tables. 

The history of operating 
systems also shows how 
increased integration serves 
consumers. Over time,. 
Microsoft has added many 
features to Windows that 
were previously stand-alone 
products. This has made 
computers easier to use 
because consumers can be 
confident that the pieces 
work together. Just as 
important, it has allowed 
software developers to rely 
an a more powerful operat- 
ing . system when writing 
applications. The integration 
of internet technology is the 
natural next step. 

The Important policy ques- 
tion, however, is not 
whether internet technology 
should be integrated with 
the operating system bnt 
who in society should make 
that determination. Nor- 
mally, In a free-market econ- 
omy, decisions over product 
design are made by entrepre- 
neurs, who in turn are try- 
ing to attract customers. By 
contrast, the Justice Depart- 
ment wants to give a central 
role to Judges, it wants the 
courts to' balance the bene- 
fits of an integrated product 
against the claim that inte- 
gration would enhance 
Microsoft's market power. 

If the 20th century has 
taught one economic lesson, 
ft is that central planning is 


not a good way to run an 

;.- economy. Yet the Justice 

■- Department is asking us to 

- take a step in precisely that 
direction. If its position is 
accepted, then whenever 
Microsoft wants to add any 
new feature to its operating 
system, some software 
maker can claim Har m to 
competition and some Judge 
will have to rale on the 
validity of the claim. The 
courts would become regula- 
tors of product design in one 
of the world's mast rapidly 
changing industries. This is 
surely not a job they are 
equipped to do. 

An issue that separates 
Microsoft and its critics is 
the question of how much 
market power the company 
has. Clearly, the software 
industry does not fit the 
textbook model of perfect 
competition. As any econom- 
ics student can exp lain in 
perfectly competitive mar- 
kets, prices are driven down 
to marginal cost - the cost 
of making one more unit or 
the product Yet in software, 
marginal cost is essentially 
zero. Under perfect competi- 
tion, software firms could 
never recover the large fixed 
costs of product develop- 
ment Every successful soft- 
ware maker, therefore, has 
to have some degree of mar- 
ket power. 

-Microsoft's critics, how- 
ever, often exaggerate the 

- company?s market power, 
They argue that network 
effects preclude any threat 


to its dominant position: 
Users buy Windows because 
there are many application 
programs and programmers 
write applications for Win- 
dows because there are 
many users. No one could 
possibly compete with that 
the critics claim. 

But if Microsoft is really 
so invincible, why does it 
charge so little for its prod- 
ucts? When you buy a new 
computer for, say, $2,000. 
only about $50 goes to pay 
for the Windows operating 
system. Consider what 
would happen if Microsoft 
doubled the price to S100 and 
the computer price rose to 
$2,050. Would sales of com- 
puters fall precipitously? Of 
course not. Why then 
doesn’t Microsoft raise the 
price of Windows, which it 
has the legal right to do? 

The answer is that more 
consumers would switch to 
the alternatives such as OS/2 
and Unix (as well as pirated 
copies of Windows), other 
software makers would start 
marketing their operating 
systems more aggressively 
and new products would 
enter the market to compete 
with Windows. In short, 
what keeps the price of Win- 
dows to less than 3 per cent 
of the price of a new com- 
puter is actual and potential 
competition. 

That same competition 
keeps Microsoft on its toes to 
keep improving its product 
design. The internet is at the 
heart of the current wave of 
innovation, so makers of 
Operating systems - Micro- 
soft as well as others - are 
naturally improving their 
products by adding internet 
technology. For the govern- 
ment to tell the company 
with the most popular oper- 
ating system that it cannot 
make the same improve- 
ments as its competitors 
defies economic logic. 

How then would I score 
the case brought by the Jus- 
tice Department? In a course 
on economic theory, I would 
give it a B for creativity. In a 
course on practical public 
policy, however, I wouldn’t 
give it even a pass. 
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is powered by an unrelent- 
ing belief by many African 
leaders and their interna- 
tional partners that quality 
of life will be far better in 
the first quarter of the 21st 
century than in the last part 
of the 20th century. As Presi- 
dent Clinton said during his 
recent visit to the continent, 
Africa's entry into the global 
marketplace is a matter of 
enlightened self-interest. 
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Witney W. Schneidman, 
deputy assistant secretary of 
state for African affairs. 
United States Department of 
state, 

Washington D.C. 20520, US 


janes diL-inn 


lea i 


* ”1 - \ i 

• - 1 ? ? 


N - Gregory Mankho is an 
economics professor at Bar- 
card University, author of 
Principles of Economics, and 
a consultant to Microsoft 








9 }l\ 






‘ '^!il 


' ; Jfhjn 


!\ l 


FINANCIAL TIMES TUESDAY MAY 26 1998 


COMMENT & ANALYSIS 


The perils of artistic growth 

Tel: +44 1 71-873 3000 Tetex: 922188 Fax: +44 171-407 5700 -r. . v. , ,. . , , ...... , , , 

T d m '■>< iQoo The cost ' cuttin 9 rationale prompting takeovers by music and publishing groups could be 

ue s ay M a y - 6 1 9 98 undermined by the internet and. huge fees paid to rock stars and authors, says Alice Rawsthom 


Mr Clinton’s L 

■4 ^ ness. La 

trade agenda 


After several years of 
disconcerting' drift, the US seems 
to be getting ready to re-join the 
mainstream of world trade pol- 
icy. One sign was Bill Clinton’s 
invitation to World Trade Organi- 
sation ministers in Geneva last 
week to meet in the US next 
year. Another was the appoint- 
ment oT Charlene Barshefsky, his 
top trade official, to chair the 
WTO's preparations for its next 
big liberalisation drive. 

These events send welcome sig- 
nals that America is determined 
to resist pressures ' to turn 
inwards, and to renew its leader- 
ship of the multilateral trade sys- 
tem. The test of Mr Clinton's 
intentions will lie In winning the 
fast track authority to conclude 
trade agreements he failed to 
secure from Congress last year. 

The electoral timetable makes 
the first half of next year proba- 
bly this president's last opportu- 
nity to obtain fast track. He 
should start preparing now, and 
campaign much harder than last 
time for public support. 

But fast track is only worth 
having on the right terms - as a 
clear mandate for further trade 
liberalisation. That aim faces 
resistance from anti-globalisation 
forces across the DS political 
spectrum. Mr Clinton's advisers 
have responded with a campaign 
to make global trade policy more 
open and accountable to “civil 
society". 

They are right to urge the 
WTO and its members to explain 
better what they are up to. How- 
ever, opening the doors wider 
should not mean admitting par- 
ticipants bent on thwarting the 
policy's central purpose. 

Mr Clinton needs to show more 
clearly that that is not his inten- 
tion. Failure to define “civil soci- 


ety" precisely has aroused suspi- 
cions that the term is a codeword 
for single-issue pressure groups, 
such as environmental and 
labour activists influential in 
Democratic party politics. 

How far they speak for society 
at large is debatable. They have 
difficulty agreeing common posi- 
tions, and their ripmawds for a 
bigger say in trade policy are 
contested by the Republican 
majority in Congress. 

Many of these lobbyists appear 
bent on restricting trade. Regard- 
less of WTO rules, they insist the 
US should exclude Imparts which 
do not meet its environmental 
rules, or their prescriptions for 
other countries’ labour stan- 
dards. Yielding to such demands 
would Invite protectionism by 
default, if not by ripnign. Incorpo- 
rating them in fast track would 
antagonise trade partners and 
frustrate WTO negotiations. 

Special interest lobbies have 
always played a big role in Wash- 
ington- They cannot he ignored. 
But slavish acqaiesenoe to their 
demands produces incoherent 
policy - as Mr Clinton’s adminis- 
tration should know. To appease 
farmers, it has fought in the 
WTO against other countries’ 
food safety regulations which 
Impede trade. Yet to pacify 
greens, the US stoutly defends 
impart restrictions caused by its 
own environmental rules. The 
obvious contradiction under- 
mines both arguments. 

A vital task for any US presi- 
dency is to shape policies which 
rise above narrow competing 
claims and meet the broad 
national interest In Geneva last 
week, Mr Clinton sought to reas- ! 
sert US international leadership 
in trade. To succeed, he must 
now lead boldly at home. 


Tung’s dilemma 


Anyone who thought that the 
people of Hong Kong did not care 
about elections or democracy 
should think again after the 
weekend elections. The turnout 
of 53 pa- cent, while not startling 
by international standards, was a 
record for the former British col- 
ony. In spite of decades of colo- 
nial rule when democracy was 
non-existent, a complex voting 
system and the baleful eye of Bei- 
jing, the voters had their say. 

The result - which only 
decides one third of the seats in 
the territory's legislative council 
fLegCo) - was also a clear vic- 
tory for candidates campaigning 
to accelerate democratic reforms. 
They won 14 of the 20 seats avail- 
able, with 60 per cent of the vote. 
But thanks to the transitional 
system under which the territory 
was returned last year to Chinese 
rule, they will only be a minority 
in the 60-seat council and with- 
out any direct influence on the 
government of C.H.Tung. the 
chief executive. 

Mr Tung deserves credit for the 
part he played in encouraging a 
good turnout His administration 
spent HKS500m in registering, 
educating and getting people to 
the polls. Now he needs to pay 
close attention to the result So 
does Beijing. 

The Bask Law, the territory's 
constitution, provides for a possi- 


ble move to fully democratic elec- 
tions to LegCo in 2007, although 
even then two-thirds of the coun- 
cil must agree. The democrats 
want to move faster. Neither Mr 
Tung nor Beijing is likely to tin- 
ker with the Basic Law, which 
underpins the entire delica te one 
country, two systems formula for 
mainland China and Hong Kong. 
But there is room for some flexi- 
bility. 

Mr Tung should show he has 
heard the voters' message by 
working towards a democratic 
legislature as fast as possible. 
The election committee, a thor- 
oughly unrepresentative body 
which chooses 20 legislators, 
should be reformed. The so-called 
functional constituencies, which 
select another 20, should have 
their franchise broadened. 

Most important, the chief exec- 
utive and his team must start 
thinking now how they will 
adapt political institutions for 
the advent of full democracy. 
That means appointing members 
of the government from the legis- 
lature and contemplating the 
concept of a ruling party and ah 
exposition. The present executive 
council looks unrepresentative in 
the light of the vote, with too 
many pro-business and pro-Bei- 
jing members. Mr Tung would do 
well to contemplate a shake-up 
there, too. 


Hungary’s poll 


After four years of competent 
rule under the Socialists, Hun- 
garian voters have taken a step 
intri the unknown by putting into 
power a political party whose 
expensive campaign promises to 
betray its lack of experience in 
government. The centre-right 
Fidesz-Hungarian Civic party 
seems likely to govern with the 
rural-based Independent Small- 
holders and the conservative 
Hun garian Democratic Forum. 

Such an outcome would almost 
certainly promise greater stabil- 
ity than the grand coalition of 

Fidesz and the Socialists which 

was the preference of Hungary's 
financial markets. But it was still 
hardly surprising that investors 
dumped Hungarian shares yester- 
day. causing Budapest's BUX 
index of 20 major shares to lose 
fl.7 per cent of its value. The eco- 
nomic programmes of Fidesz and 
the Smallholders need prompt 

rlarlfl witinn. 

In search of faster growth and 
lower unemployment, Fidesz has 
promised to cut taxes. Increase 
consumption and even abolish 
the crawling peg devaluation of 
the forint, which bad been the 
centrepiece of the outgoing gov- 
ernment’s anti-inflation policy. 
Such measures could well 
increase the budget deficit, widen 
the current account deficit and 
undo much achieved by the 
Socialists since 1994 


Some of the Smallholders' poli- 
cies seem even more dubious. 
They have proposed to scrap uni- 
versity tuition fees, build low- 
cost bousing projects and. spend 
money on regional development, 
but have bad little to say about 
how they would fond such Initia- 
tives. When he farms bis govern- 
ment the leader of Fidesz and 
prospective prime minister. Vik- 
tor Orban, would be wise to keep 
important economic ministries 
out of the Smallholders' hands. 
He should also take care to main- 
tain good relations with Hunga- 
ry’s central bank, which has 
played a vital rede in the macro- 
economic transformation of the 
past three years. 

Mr Orban is no longer the radi- 
cal he was In the late 1980s, when 
be set up fidesz as an anticom- 
munist youth movement. Ha 
understands the need to pursue 
pro-business policies, and he 
knows that international capital 
markets punish fiscal indisci- 
pline. He also recognises that the 
European Union, which Hungary 
hopes to join within five yean at 
most, will take a dint view if the 
economy spins out of control 
under his stewardship. All the 
more reason, then, for the incom- 
ing government to establish its. 

credibility as soon as possible by 
matting clear its commitment to 
continuing, the good work begun 
by the Socialists. 


L ike 'many record buffs, 
Edgar Bronfman Jr. 
once dreamt of making 
it big in the music busi- 
ness. Last week, he succeeded 
when his family firm, Seagram, 
spent $10.6bn (£6.3bn> busring 
PolyGram to become the world's 
biggest record company. 

A few weeks earlier, Bertels- 
mann of Germany turned itself 
into the biggest English-language 
consumer book publisher by pay- 
ing $1.5bn for Random House. 
And last week Pearson, the UK 
media group which owns the 
Financial Times, became the 
world's largest educational pub- 
lisher by acquiring Simon & 
Schuster for S46bn, adding this 
admittedly separate business to 
its publishing empire. 

Consolidation is rampant in 
sectors and businesses from 
banking to telecommunications. 
In most of than, the acquirers 
claim that, by operating on a 
larger scale, they can cut Costs 
and enhance profitability. 

Seagram. Pearson and Bertels- 
mann say much the same, but 
they are applying conventional 
business logic to industries 
where success is unusually 
unpredictable because it is partly 
determined by talented, but often 
temperamental musicians and 
authors, who may defect to com- 
petitors or fall from favour. Para- 
doxically. they are becoming 
more important companies as 
consolidation proceeds. 

The music and books markets 
underwent an ear her wave of 
mergers a decade ago. Three con- 
glomerates have since dominated 
English-language book publish- 
ing; Pearson, Bertelsmann and 
Rupert Murdoch's HarperColhns. 
And the “big six” music groups 
formed at the same time - Poly- 
Gram. Sony, Warner, Bertels- 
mann, fmt and Seagram’s Uni- 
versal - now account for 78 per 
cent of a $38bn global market 
While not a failure, this round 
of consolidation had mixed 
results. HarperColllns has been 
one of Mr Murdoch's less spar- 
kling subsidiaries, and EMI is a 
long-running takeover target So 
why is it happening again? The 
reason, say the architects of the 
latest mergers, is that competi- 
tive pressures have grown so 
intense that they have had to 
become even bigger. 

There are two main problems. 
The first is is the sluggish state 
of the markets. Global .record 
sales have fallen for two years 
running, and .were slow before 
that Consumer expenditure on 
books has fallen steadily in the 
UK since 1994, and has stalled in 
the US. (see graph). 

In response, companies are 
seeking to cut costs by merger. 
Seagram, for instance, expects 
annual savings of up to S300m by 
merging its record labels. “We’re 
looking at feeble growth for 
books and music, and the only 
way to improve warntng g in this 
environment is to cut costs,” says 
David Ghermont, media analyst 
at Merrill Lynch. “That’s what 
these mergers are about” 

The second problem is the ris- 
ing power of distributors. The 
past few years have been a period 
of aggressive international 
expansion for music chains, such 
as HMV and Tower Records, and 
for booksellers like Borders and 
Barnes & Noble As they have 
grown, retailers have been able 
to drive down the prices charged 
by book publishers and record 
companies. They have also forced 
them to make larger contribu- 
tions towards promotional costs. 


Speaking volumes about a global market 

UK coreamer expemfiture on books 


US total p obfe here’ estimated set book sales 



Now, book and record producers 
are consolidating in the hope of 
redressing the balance of power. 

In the US. Borders and Barnes 
expect publishers to pay for 
everything from authors' read- 
ings, to local newspaper advertis- 
ing and prominent display posi- 
tions. Returns of books, which 
publishers supply to retailers on 
a “sale-or-retum" baas, reached 
record levels last year of 35 per 
cent for hardbacks and 50 per 
cent for paperbacks. 

Even in the UK, record labels 
have to pay up to £750 a week to 
add an album to the listening 
posts at Tower's Piccadilly Circus 
store; and It costs publishers 
around £2,500 for one of their 
titles to become “Waterstone's 
Book of the Month". 

Bertelsmann is gambling that 
it can swing the balance of power 
back in its favour by adding Ran- 
dom House to its Bantam Double- 
day Dell publishing subsidiary. 
Similarly. Seagram hopes that by 
significantly enlarging Universal 
Music, by far the smallest of the 
big six, it can remain competitive 
in the sluggish music market 

However, some of the problems 
faced by the big companies cre- 
ated by the first wave of mergers, 
seem unlikely to diminis h for the 
second wave, and could even 
become worse. 

The most striking is the escala- 
tion of the advances and royalties 
paid to star authors and musi- 
cians. As in the film business, 
they and their agents have 
exploited corpora terlvalries by 
auctioning themselves off to the 
highest bidders. 

In 1988, Barbara Taylor 
Bradford led the way in publish- 
ing by clinching a then unprece- 
dented $9m three-novel agree- 
ment with Random House, only 
to leave for HarperColiins four 
years later with a $l7m three- 
book deal. Last year, one Pearson 
subsidiary clinched a two-book 
deal reportedly worth $50m with 


Tom Clancy, and another signed 
a £250,000 agreement for two nov- 
els by an unpublished 22-year-old. 

“It's easy to get a feeding 
frenzy going for attractive 
books,” says Derek John, director 
of A-P. Watt, the London literary 
agency. “And it becomes self- 
perpetuating, because if one 
author gets a good advance, oth- 
ers want more.” 

The big six music groups have 
slipped into the same inflationary 
cycle. Warner signed an $80m 
deal to hold on to the rock group. 
R.E.M; and EMI agreed to an 
$85m five-album contract to 
retain the singer, Janet Jackson. 

Not all these deals will he prof- 
itable, but the commercial for- 
tunes of the companies involved 
are increasingly determined by 


Big groups have 
proved clumsy at 
handling their top 
authors and artists 


the popularity of a handful of 
star names, whom many big 
groups have proved clumsy at 
handling. For their part, authors 
and artists, claim to feel 
neglected by large organisations. 

In 1992, Warner signed a SlOOm 
contract with Prince, only for 
him to announce his “retire- 
ment" the next year. The singer 
then changed his name to an 
unpronounceable symbol, and 
etched "Slave" on his forehead in 
protest against Warner. When 
HarperColiins dropped the memo- 
iresof the last Hong Kong gover- 
nor, Kong, Chris Patten, this 
spring, its UK publishing director 
and several authors quit 

“The challenge for big players 
in books or music is to fine-tune 
their relationships with creative 
people, while reaping benefits of 


being big," says Mr ChermonL 
“And we've seen lots of examples 
of it going wrong." 

Even if companies get it right, 
there is a growing risk of their 
highly-paid stars going out of 
fashion. The latest albums by 
R.EAL, Janet Jackson and other 
previously bankable rock stars 
have performed poorly. 

Many of the most successful 
new acts, including Oasis, the 
Prodigy and Bjdrk. are signed to 
independent labels, not the big 
six. “We could say 'Sign with us 
and we'll give you a million 
pounds', but bands always seem 
to stick with the first indepen- 
dent who’d told than they were 
any good." says Paul Russell, 
president of Sony Music Europe, 
which has addressed the problem 
by investing In independents. 

The same pattern is replicated 
in publishing. Blockbusters are 
no longer sure-fire money spin- 
ners, and some recent successes 
have been idiosyncratic titles 
from independent publishers. 

One of last year’s US bestsellers 
was Charles Frazier’s Cold Moun- 
tain, a first novel thought likely 
to appeal to civil war buffo, 
which was published by Grove 
Atlantic Press, a literary imprint 
and has sold 1.8m hardbacks. 

Similarly. Dava Sobel’s Longi- 
tude, a hikory of the chronome- 
ter's invention in 18th-century 
England, was rejected by 13 pub- 
lishers before Fourth Estate, an 
independent UK house, bought it 
last year and sold 500,000 copies. 
"It's a quirky book.” says Victo- 
ria Barnsley, managing director. 
“That’s what people want to read 
these days." 

Although the growth of con- 
glomerates has been the most 
attention-grabbing characteristic 
of both music and book busi- 
nesses in recent years, small, 
independent record labels and 
publishers have proliferated. Ms 
Barnsley says the consolidation 
in retailing has helped them. 


"Once we'd have needed 22 reps 
on the road, which a company 
this size couldn't possibly 
afford,” she says. "Now. you can 
have a few really good people 
making key calls." 

Technological change could 
help them more. Thousands of 
digital jukeboxes and publishers 
already post songs and fiction on 
internet sites. Consumers can 
download music by unrecorded 
bands from Internet Under- 
ground Music Archive (IUMA). a 
Californian digital jukebox. Pat- 
ricia Le Roy’s, The Angels of Rus- 
sia, a novel published on the 
internet, has been accepted as a 
prospective nominee for this 
year's Booker Prize, the UK fic- 
tion award. 

It will become even easier and 
cheapo* for independents to oper- 
ate in future as access to digital 
distribution systems, notably the 
internet, increases. 

“Will bands like Oasis sign to a 
record company in 10 years 
time?" says Alan McGee, chair- 
man of Creation Records. Oasis’s 
label. “Of course not They’ll be 
signed to themselves, and down- 
loading music over the net. 
Because that's what excites 18 
year-olds these days.” 

Seagram, Pearson and Bertels- 
mann could argue that the poten- 
tial cost-savings from their recent 
aqcuisitions outweigh the risk of 
losing talent and consumers to 
the Internet, or other alternative 
forms of distribution. And Pear- 
son can claim that size is an even 
greater advantage in the special- 
ist area of educational publish- 
ing. because consumer taste is 
less mercurial and authors accept 
modest advances in return for 
long term royalties. 

Even so, the digital threat, and 
idiosyncratic consumer taste.'will 
hardly help Mr Bronfman and his 
peers to ensure that the second 
wave of music and books mergers 
avoids repeating the mistakes of 
the first 
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Gerhard’s 

generals 

Four montos to go before 
Germany’s general election and 
there's plenty of fight left In 
self-styled 'old war-horse* . 
Chancellor Helmut Kohl But that 
hasn't stopped leading Social 
Democrats speculating about the 
government jobs they might get If 
their man, Gerhard SchrBder, wins 
on September 27. 

Mercurial SPD chairman Oskar 
Lafontalne could be finance 
minister, says the rumour-mill, or 
leader of the party in the 
Bundestag. But then again, the 
latter job could stay with Rudolf 
Scharping, the present floor leader, 
whose name has. been linked to at 
least four other jobs including the 
foreign, defence and interior 
ministries. 

A man to watch is Franz 
MQntefering, the SPD’s wfly 
campaign manager, who is thought 
to have eyes on the "Mr Fix if post 
of minister In the chancellery. 

Mean wh Be, Heria D&ubter-Gmefm 
is tipped for the justice ministry, 
continuing the tradition that 
holders of the posit should have 
almost unpronounceable 
double-barreled names. 

Schrader must take some 
responsibility for the febrile 
speculation. He set the ball roHtng 
a few weeks back when he 
selecte d trade untonSst Waiter 
Blester as his future labour minister 
and promised to name other key 
team members next month. The 


excitement may even suit him If It 
I deflects attention from his little 
local difficulty In Saxony Anhalt, 
where the SPD today starts 
governing with the backing of 
crypto-communists. 

Whatever happens, some SPD 
hopefuls are bound to be 
disappointed come the autumn. 
The one piece of speculation 
Schrtider has confirmed is that he 
intends to govern with fewer 
ministers than KohL 

Speak easy 

Speculation of a different sort 
surrounds Kohl's decision 
yesterday to sack the genial Peter 
Hausmann, the official Bonn 
government spokesman, without 
giving a reason. 

Hausmann may have been an 
Ineffective propagandist but whose 
fault is that? Never part of the 
chancellor’s inner efrda he was ill 
equipped to brighten the image of 
a tired regime. 


Twin track 


Charlene Barshefsky win need all 
her lawyeriy guile to combine her 
day job as Bill Clinton's trade 
representative with her new role 
chairing preparations for the World 
Trade Organisation’s next big 
liberalisation talks. 

Much of Barshafsky's experience 
has been in handling bilateral trade 
disputes, where US economic 
power enabled her to lay down the 
law. But an 132 WTO members 
•have equal votes, and chairmen 


are expected to be Impartial. It will 
be interesting to see how she 
copes if, say, political pressures 
back home require her 
simultaneously to turn up the heat 
on Japan over Its rising trade 
surplus. 

Things will get even trickier if 
Barshefsky has to lobby Congress 
to renew fast track authority, 
without which the US cannot clinch 
trade deals. Clinton's strategy is 
expected to rely on wooing US 
trades unions and 
environmentalists with promises of 
a bigger say to WTO decisions. 

Many American "blues and 
greens’’ see the WTO as a 
secretive capitalist conspiracy to 
promote the interests of ruthless 
multinationals. Developing 
countries think such lobbyists just 
want to erect barriers against their 
exports. 

If Barshefsky can keep all these 
bails in the air - and still get the 
business done - she should be a 
shoo-in to head the WTO when 
Renato Ruggiero steps down at 
the end of next year. 

Change of tack 

Those campaigning, for a Yes vote 
in Thursday’s Danish referendum 
on the Treaty of Amsterdam need 
all the help they can gel So the 
pro- European Union camp were 
delighted with the 
grudging-es-it-geto backing of 
Maersk Mc-KJnney Moller, the 
64-year-old shipping magnate who 
has tang been Denmark's most 
prominent Euro-doubter. 


Although Moller vacated the 
captain's cabin five years ago at 
his AP. Moller-Maersk shipping 
empire, he is in the office every 
day and is chairman of all the 
crucial companies in the group. 

The grand (rid man hasn't 
actually said that Danes should 
vote Yes on Thwsday. But he did 
remark that it would "not be wise” 
to vote No before going on to 
complain that the market In the EU 
‘is only as free as it suits France, 
Germany, Italy and Spain". 

Still, every little helps. 

Wheat and chaff 

Italy has spent years trying to 
cement its place at the heart of 
Europe. But now it has found that 
membership has its disadvantages: 
Brussels has decreed that, for the 
fast time. Italy must allow the 
Import of soft wheat pasta 

For as long as anyone can 
remember, Italians have eaten the 
hard durum wheat version feat is 
essential if pasta is to be cooked 
"al dente”. Now the softer stuff - 
easy to over-cook, according to 
opponents, and awful to taste - 
will be In the shops from Parma to 
Palermo. 

“The danger is that consumers 
won’t know what they am buying." 
says Emanuele Piccari, head of 
Italy's Consumer Union. What If the 
dough doesn’t contain egg? What 
if it’s full of additives? 

Sounds Ilka the first step down a 
slippery ouflnary slope that could 
end with processed buffalo 
mozzarella. 


50 years ago 

Changes At The Lagonda 
Car Company 
When David Brown Tractors, 
represented by Mr. David 
Brown, purchased the goodwill 
and designs of the old Lagonda 
company last September, it was 
agreed that the company should 
change its name. The change of 
name has now been registered 
as the Moorgate Industrial 
Development Company, aircraft 
and motor manufacturers etc. At 
the same time. Mr. David 
Brown’s Interests registered a 
new private company, Lagonda 
Lid., with a capital of £1 ,000 to 
£1 shares to carry on business 
as manufacturers and dealers in 
motor-cars, cycles, wagons, 
coaches and tractors. The new 
company has taken over the 
Lagonda saloon as designed by 
| Mr. W.O. Bentley. Progress Is 
j being made in manufacture at 
the works of Aston Martin, a 
company which Mr. David 
Brown acquired last year. 

Ford In The Netherlands 
Amsterdam, May 25. The 
Netherlands Ford Automobile 
factories of Amsterdam will 
shortly proceed to the 
assembling of British Ford cars. 
So far, these cars were imported 
here. The factories mil be 
materially enlarged for the 
purpose. 
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Philips post-PolyGram 


The sale of PolyGram takes Philips to a 
new plane in its transformation - one 
where the decisions get more difficult 
When chairman Cor Boonstra started his 
spring cl eaning , his motto was to "stop 
the bleeders". The decisions on how to cot 
both the over-stretched business portfolio 
and the empire's costs were tough* but 
straightforward, and they prompted a 
bounce-back in profits last year. 

PolyGram did not fell into the bleeder 
category. But any refocusing exercise was 
bound to question its place in a group 
that Is retrenching mainly around con- 
sumer electronics, semiconductors and 
components, and lighting. The same could 
be said of Origin, the IT consultancy. 

But the FI 12bn-13bn of cash that will 
roll into Philips’ coffers from PolyGram 
will also raise questions of its own. It will 
more than cancel out net debt of FI 5bn. 
Add in this year's cash generation and 
Philips could buy back 15 per cent of its 
shares - changes in Dutch law permitting 
— and still be ungeared. 

This means it could spend several bil- 
lion more, but on what? An Aslan elec- 
tronics company? Mobile telecoms via its 
loss-making joint venture with Lucent 
Technologies of the US? With much work 
still to do to improve returns in consumer 
electronics, Mr Boonstra still has some 
earnings recovery to go far. But the pot of 
gold also dangles the prospect of going for 
growth. 

Whisper numbers 

F alling short of analysts’ profit esti- 
mates is one easy way to hurt your stock. 
But regularly exceeding them can be dam- 
aging too. Take Dell Computer, which late 
last week announced quarterly earnings 
per share of 44 cents, 5 per cent above 
expectations. Its shares have since fallen 
10 per cent 

Some of this may have been profit tak- 
ing, since Dell has been an exceptional 
performer. But so-called “whisper num- 
bers” are also to blame. These are unoffi- 
cial earning s estimates Investors and ana- 
lysts bandy about when a company 
regularly beats the published numbers 
and its guidance can no longer be trusted. 
Dell had beaten analysts' estimates by 5 
per cent or more in each of the right 
previous quarters, so this quarter's whis- 
per number actually stood at 45 cents. 
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which it failed to meet Hence the disap- 
pointment This is a self-inflicted problem. 
Many companies encourage analysts to 
make conservative forecasts in the hope 
that they can produce a pleasant surprise. 
But as soon as the pattern becomes obvi- 
ous, Wall Street adjusts: the whisper 
number now becomes the real hurdle to 
beat leading to increased share price vol- 
atility. 

The way to get around this is to provide 
more accurate guidance. In March Micro- 
soft said it would have unusually strong 
quarterly earnings - a kind of positive 
profit warning. Follow that to its logical 
extreme and information-hungry inves- 
tors will soon be badgering companies far 
daily trading updates. 

European shipbuilding 

In all the talk about European defence 
consolidation, naval shipbuilding is rarely 
mentioned; the focus is on aerospace, elec- 
tronics arid land sys tems, nds is strange. 
With over a dozen players, the European 
shipbuilding industry is fragmented and , 
on the whole, inefficient 

Government cutbacks have meant fewer 
big shipbuilding orders and fiercer export 
competition - leading the UK’s Vosper 
Thorny croft, for example, to diversity into 
training and. services. However, US con- 
solidation .has -not encouraged restructur- 
ing in shipbuilding as it has in other parts 
of the defence industry. Six US shipyards, 
still serving a largely protected domestic 
market, do not pose a significant competi- 
tive threat in Europe. And given that the 
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ThaCarobna Hurricane* take on the Ottawa Senators in the MIL 
competition. Canadian hockey teams call foul. Page 5. Picture: AP 
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Europe today 

Northern France, the Low 
Countries and Germany wBf be 
mostly cloudy with frequent 
showers. The western Alps wfll 
also have showers, some of them 
thundery. Southern Scandinavia 
wtti be overcast, with spetts of rain 
and snow on the mountains. The 
north win be brighter, with one or 
two a ft ernoon showers. The south 
of France. Italy and Greece wfB 
remain dry with sunny spetis. The 
Spanish Interior, n o rthe rn Greece 
and parts of the Balkans wfll have 
thundery showers. 

Five-day forecast 

Northern Europe win remain 
unsettled, with low pressure firmly 
entrenched over the British Isles. 
High pressuo should extend into 
Scandinavia by Friday. A band of 
heavy rani will move east through 
the Mediterranean, reaching Italy 
later on Thursday. It should stay 
dry and sunny further east in the 
Mediterranean. 
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number of ships produced each year is so 
small and the specifications so varied, 
arguments for consolidation based -on 
exploiting economies of scale do not cany 
the same weight as they do in. say, mis- 
sies or tanks. - 

Furthermore, the only major collabora- 
tive programme to date - the cumber- 
some Anglo-French-ftahan Common New 
Generation Frigate - seems an unsteady 
axis far consolidation. Private shipbuild- 
ers GEC and Vosper Thomycraft would 
not make easy bedfellows with the state- 
owned DCN of France or Italy’s Fincan- 
tieri. Until the European industry is 
wholly privatised and stripped of subsi- 
dies, cross-border consolidation will 
remain a distant prospect. 

Coca-Cola Beverages 

The London new issues market is about 
to get something rather more exotic In the 
£lbn-plus bracket than Thomson Travel. 
Coca-Cola Beverages, the drinks bottler, 
will no doubt claim that it combines the ' 
certainty of Coca-Cola's relentless global = 
march with exposure to the right sort erf ' 
gmgrging market - in Europe, not Asia. It 
also comes with some rather extraordi- 
nary lifestyle statistics: the average 
Ukrainian drinks a mere 18 tumblers of 
coke a year compared with 370-plus in the 
US. 

With average cons um ption at only 62 jn 
CCB’s 13 territories, the potential looks 
tantalising. But will the price be too 
exotic In a flotation-thirsty market? Tak- 
ing 1998 earnings before interest, tax and 
depredation of. say, £14Gm on a high mul- 
tiple of 15 gives an enterprise value 
(including debt) of £2.lbn, or a putative 
market value of £L8bn. This obviously 
looks steep for a business which made 
only £15 .9m in net profits last year - a 
reminder that ebitda leaves out some 
important numbers such as heavy depre- 
dation Of new plant anri high tax Mils a 
more sober multiple of 12 would give 
a market value of £1.4bn. in line with 
sales. 

That looks well underpinned by the 
scope for double digit growth and, with 
only a minority of the stock available, the 
price might be squeezed up. Without a 
dividend, hopes for high capital gain** are 
accompanied by higher risks in exposure 
to the former communis t bloc. 


Commissioners divided over Kirch and CLT-Ufa joint venture 


By Samer bkandar inBrossais 



Divisions within the European - 
Commission could delay a decision 
on whether to approve a planned 
pay-TV joint venture between Kirch, 
th<» German repdia groups and CUT- 
Ufa, the Luxembourg-based company 
partly owned by. Bertelsmann. of Gas 

OWE ' v; ■ V* " ' • r V. ' 

* ,.K«rd Van kfiert, the.- competition- 
’(^mioisskmer. V opposes the . veil tore , 
oh jhe grounds it wquid knid a-daml- ' 
Sant position in Goman pay-TV. . > 

The German cartels office ..shares 
tifc 'concerns- ; &t- support, '.far "the 
ripni from other cammissriohers anti 
intense lobbying by the industry 
have-. broadened the debate, beyond, 
purely competitiattreialed iSsu&L >; 
“The Commission. wffl afeabajreia 

gr jjjninfr - A'liTi jft rTBfiC. ft rut 

industrial aspects of the dfeaLT a. 
C ommissi on spokeswoman- said yes- - 
terday. “Each commissioner Will be ;' 
defending their position.” ,*r . . •• 

She said she: could hot rule out a l 


postponement. The issue is on- the 
agenda of tomorrow’s weekly meet- 
ing of the 20 commissioners. It is far 
frnm ca rtain that. Mr Van Miert will 
-secure support from 10 of his col- 
leagues to achieve the simple major- 
ity necessary to block fiie deaL 

• Mr Van Miert deemed concessions 

Coffered by. the coropasiee “insuffi v 
: cfentr^ satd. ye^tenlay.j 

• ffcl? «<aedflisadoBjer^hftd vcecetveti- a j 
letter dir Saturday, ' ih wfilch tifa; 
companies stated . they would “not go 

. any farther*: in the concessions they 
were willing, to make, .i 

• Kirch and-CLT-Ufa had previously 
said - on several-occasions that the 
sacrifices Mr Van Miert was seeking : 


'QteticOfecL iirw6!ve& folding 
?KJIi6i% 'kffls-makSag digital 
teletfisfon servicer into Pretaiere. an 
analogue service operated by-Kirch 
and CLT-Ufa. Deutsche Telekom,- the 
partly privatised talacomnumica- 
operate the dlstri- 


Crackdown ^lirged on 
using glp|ial |niancia] 


By lan Haafflpn Fazey n Vienna l y . 

At least 8300m in illegally twttned' 
money is laimdered daily through • 
the world's increasingly globalised. 
financial system, as rtnig-r onfipr a' 
and other criminals convert their- 
proflts into usable funds, according 
to a report. ” ’ h ' • 

Commissioned by the 1 Dinted.’ 
Nations Intematfonal Drug'-CdhtraT 
Programme for a special session of 
the UN general assembly oxr' drugk 
next month, the report says the 
international financial system has 
become “a money launderer*s' 
dream", processing a large part of 
the estimated $200bn of drug money 
laundered annually. 

The programme will ask UN mem- 
ber states to legislate by 2003 to 
counter money laundering more 
effectively: The main targets for 
improved control wifi be financial 
havens, banking secrecy *nri the 
transparency of asset ownership and ' 
transactions. Law enforcers want to 
attack anonymous ownership of 
companies registered in financial 
havens and offshore trusts, as well 


as to! 'strengthen international 
'cooperation ! to money Iaun- 

dfirers; . 

. - ' Fewfet than 30 of the UN’s 185 
nipmh rt- ■ countries are taking mea- 
sures- to confaat money laundering 
to comply .with a 1988 International 
convention. This means that- law. 
enforcers recover . only between 
glOOm and ?500m in thear best years. 
■- 'The biggest anti-money laundering 
operation M-US history - involving 
XZ-pGefieair btoka and the arrest last 
week of . more titan 1O0 bank nffirfals 
and afieged drug traffickers — wifi 
eventnafiy recover only $l57m. 

; The volume of transactions carried 
out through electronic payment and 
rlaaring systems has made money 
laundering almost impossible to 
detect More than $2,Q00bn is moved 
each day in 465.000 transactions by 
the Clearing House for Interbank 
Payments Systems (Chips) and Fed- 
wire, the latter operated by the US 
Federal Reserve. Another 220,000 
transfer messages - dollar value 
unknown - are sent by the Society 
for Worldwide Interbank Financial 
Telecommunications (Swift). Money 
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Without uS, . 
running high temperatures* 
could cause headaches. 


Handling abrasive oil produce at up to 426°C can cause pumps in refineries to glow wi* heat Reliable sealing is ended 
because leakage could lead to spontaneous ignition. 

S«W. T1 Group's $100 million acquianou font EG6G Inc and an open in both high and low tempaacure sealing, mcen the. 

challco^ with a^weUedtDctdbcHovBs seals faigin^dewsed for NASA. WbddngmtHnperatuies so hot dtatsieanacnjalfy 

cools (hem, these Hobble seals utilise a constant kw spring load cogaioate nnnimuin heat at the seal lace. They also fot^vc 
miatl^nmcnt aixitdeiato abrasives well With SealoFs tcdinofagy.Jolm Crane will find no sealing problem too hot to handle. 

• Jdm Crane is <me of TlQotip’sfiOTsperialisedenginfiaii^busincffies, the others Ixang Bundy. RMshedaPelyaaer 

Engineering and Dowtf. Eadi one is a tochnolqgjcal and marker leader in its field, ’fegaha; thdr spcdalist skills enable 
' TI Group toger rfac crickal answers ngfa for its customers. Vbikiwide. 
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' Kirch and CLT-Ufa have already 
offered to give competitors access to 
part of Kirch’s extensive film 
library. . 

They are also prepared to sell a 
stake in Beta Research, the company 
' that controls the technology for 
decoder boxes which are. necessary 
to .view .digital' TV ... • ?, 

in .tWtt^'iatest .wrf^ssi^ «st 

<'Waefc»- they crfTered - Cienn^, rejgcalkal 
’cables operatcars access 'to Premiere's 
programmes, which they-'.POuH^fai 
distribute alongside iheir -oy&iar- 
vic^.-. 

-■ The iffiati said it was “varysfim- 
' cult to foresee what the Cdarfnis- 
: Sion’S decision wd'uld be Tberat^el 
' fae issue is- widely contested “l t " “ 

. News agendes r^orted that W out 
•■of. 15 oqfapetition eaperts .fromvEU 
;imember-#tates were oppos^d to fhe 
affiance at a "meeting late yesterday. 
.The experts’ opinion is not binding 
on the Commission which' bas set 
- June 3 as the final deadline, for a 
decision.' c 

launderers 

system 

laundering is estimated to account 
for less than one-tienth of 1 per cent 
of the transfers involved. . 

Many offshore financial havens 
are criticised for making it too easy 
to set up “closet and computer" 
banks with full access to the interna- 
tional flhanriai system. Supervision 
may then he poor, or personnel Inad- 
equately' trained to do it property.' 

: The report lists 18 financial cen- 
tres in the Caribbean or central 
America, 16 in Europe - including 
Switzerland, the Channel Islands 
and the Isle of Man - 11 in the 
Asia-Pacific region, three in the Gull 
and eastern Mediterranean and 
three in or off Africa, 

Exporting bulk cash, usually in 
$100 bills and sometimes under dip- 
lomatic cover, la the favoured 
method of reaching banks where no 
questions will be asked. Casinos in 
offahore centres are a favourite for 
converting funds; cash is exchanged 
for gambling chips, the launderer 
plays far a while, then changes the 
chips back again. 

Money teundeim’ dream, Page 7 
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Frankfurt, Amsterdam and 
Paris jump to record highs 

Lad mainly by the dollar, which came close to 
hitting a seven-year peak against the yen, 

Europe's equity markets continued to push deeper 
Into uncharted territory. Frankfurt, Paris and 
Amsterdam ail reached record highs. Page 32 

Santander steals march on rivals 

Banco Santander has stolen a march on Spanish 
banking rivals with plans to securitise Pta200tm 
($l.3bri) of commerdai paper and sell them as 
bonds to International institutions. Page 24 

Seoul bourse bits 11 -year low 

Heavy seBing by local 

Sooth Kama Investors sent Seoul to 

ttmCamposta an 11 -year low. A 6.8 • 

m per cent decline for the 

• benchmark Index marred 

™ lAllVk the first day of trading 

ao “pF- Y~ J= YX wider the stock market's 

T — — new wider share owner- 

f. 5^__ gj, [p structure. "The com- 

331 — posite index closed off 

300 ^ — 24.15 at 331 .90, extend- 

-IPIO tvwrn«n irr ing the decline since last 

Thursday's announce- 
ment of a 3.8 per cent contraction In first-quarter 
gross domestic product Page 32 

Cifra defends merger with Wal-Mart 

Cifra. the Mexican retaBar, has Insisted its takeover 
by Wal-Mart of the US will produce economies of 
scale. Yet Cifra's operating expenses climbed and 
profit margins slumped after Wal-Mart bought a 
controlling stake last September. Page 20 

Computer boom set to continue 

Although some computing services groups look 
overvalued, analysts say the market win boom for 
the next three years and support the premium rat- 
ings that many In the sector trade on. Page 21 

Estrada victory prompts about-turn 

The election of Joseph Estrada as Philippine presi- 
dent has caused many businessmen to backtrack 
on comments that an Estrada presidency spelt 
disaster. But serious doubts remain. Page 18 

Gilts outlook hard to predict 

The recent belief that yields on UK government 
bonds and German bunds would converge seems 
over-optimistic. With bewildering signals from ana- 
lysts, the gBts outlook is hard to predict Page 24 
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Test case sought for pan-Europe pension 


By Jane Mattbison In London 

Two multinational groups and 
a leading law firm are looking 
for support for a test case 
which could establish the first 
pan-European pension hind. 

Pensions experts from 
Zeneca; the UK-based pharma- 
ceuticals company, Kvaemer, 
the Anglo- Norwegian engineer- 
ing group, and Eversheds, the 
law finn, believe that a ruling 
last month by the European 
Court of Justice has helped 
open the door to companies 
wanting to set up a single pen- 
sion fund across Europe. They 


Zeneca and Kvaemer argue court ruling has opened door to cross-border fund 


say such a fund would lower 
costs and improve portability 
for staff across Europe. 

In a letter to be sent out this 
week, the three groups will 
invito up to 50 multmatianals 
to attend a meeting In London 
at the end of next moth to dis- 
cuss the Issue. 

Robin Ellison, head of 
Eversheds’ pensions division, 
said preliminary legal opinion 
suggested there was an oppor- 
tunity to establish a pan- 
European scheme. “There is a 


general feeling that there 
ought to be a test case,” he 
said. 

Ray Martin, head of pen- 
sions at Zeneca and vice- 
chairman of the European Fed- 
eration for Retirement Provi- 
sion, said: “We think it may 
now be possible to have a pan- 
European pension fund and we 
want to explore the options.” 

Companies at the meeting 
will be asked to provide finan- 
cial support for any legal 
action, which could go before 


the ECJ. Mr Ellison said the 
cost of any case could be 
“quite substantial**. The two 
companies are unlikely to pro- 
ceed on their own. 

A test case could involve a 
company setting up an Irish 
pension fund for a British 
employee. This would fall foul 
of tax regulations in the UK 
and would provoke complaints 
from the Inland Revenue. 

Mr Ellison said several cases 
over the past few years and. In 
particular, the ECJ ruling last 


month, have made toe defence 
of such action possible. 

The ECJ judgment case 
offered support to the view 
that tax discrimination 
between member-states Is ille- 
gal under European Union 
law. 

The case involved Jessica 
Safir, a Swedish woman who 
chose to buy life assurance 
from Skandia in England. She 
won her fight against the 
Swedish authorities, which 
imposed a tax on the product 


as it was not bought domesti- 
cally. However, the wording of 
the judgment was seen as too 
specific to Sweden to help mul- 
tinational companies directly. 

The UK and Ireland could 
protide the setting for any test 
case because of toe similarity 
of their pension systems. How- 
ever. the aim of any case 
would be to allow multination- 
als to run one f und across sev- 
eral countries. 

Any change is set to be con- 
tested by member states, who 
fear a loss of tax revenues if 
pension funds ore set up out- 
side their jurisdiction. 


CARDOSO GOVERNMENT'S PRIVATISATION PLANS FEEL EFFECTS OF ASIAN CRISIS 


Brazil’s state 
sell-offs may 
face shortage 
of financing 


By Geoff Dyer to Rio de Janeiro 


Brazil’s privatisation plans 
ma y face a finanHng 1 shortage 
as the government seeks to 
raise more than $25bn over the 
□ext few months, senior bank- 
as have warned. 

Several leading commercial 
banks in Brazil said financial 
markets might not have recov- 
ered sufficiently after last 
year’s Asian crisis to cope with 
the planned privatisations. 

During July and early 
August the government plans 
to sell companies with a poten- 
tial value of more than $25bn. 
They include Telebfas, the 
telecoms group and the largest 
company in Latin America in 
terms of market capitalisation, 
and Gerasol, the first of five 
vast electricity generation 
companies to be privatised. At 
least two electricity distribu- 
tion companies could be sold. 

President Fernando Hen- 
rique Cardoso's government 
wants the sales completed 
before campaigning begins in 
earnest for October’s general 
election and before finance 
market activity decreases in 
the US and Europe over the 
summer holiday season. 

Privatisation has become 


central to the government's 
economic policy as a measure 
of its commitment to reform 
and as a source of capital. 

However, bankers believe if 
financing proves tight the gov- 
ernment will have to accept a 
less ambitious timetable or 
reduced prices for the assets. 

“There is a huge demand 
being placed on the banking 
market." said Floris Deckers, 
Latin America director at 
Dutch banking group ABN 
Amro. 

Banks were also being asked 
to lend to a number of large 
project financings to support 
the heavy investment plans of 
the private sector and to refi- 
nance privatisations from last 
year. “It is not out oT the ques- 
tion that there could be a 
crunch." he said. 

“The banking market is con- 
strained," said Octavio Cas- 
tello Branco, managing direc- 
tor at JP Morgan in Sao Paulo. 
“There are not that many 
banks with the capacity to 
take part in these huge financ- 
ings." 

In particular, bankers said 
the small regional banks, 
which last year were signifi- 
cant participants in the syndi- 
cated loan market, had sharply 



Indonesia to 
go ahead with 
privatisations 


BrazK’s prosklent 'Tama ndo Henrique Cardoso wants privatisation 
completed before the campaigning tor October's general election AP 


scaled back exposure to Brazil 
after the Asian crisis. 

Sentiment in the capital 
markets had recovered more 
strongly since the crisis. How- 
ever, there remained reluc- 
tance among institutions to 
invest in less well known Bra- 
zilian corporations. 

A financing shortage would 
advantage foreign bidders, 
who were prepared to carry 


debt on their balance sheets to 
finance acquisitions. 

Jo§e Pio Borges, vice-presi- 
dent of the National Develop- 
ment Bank which is managing 
the privatisations, said govern- 
ment measures for the sale of 
Telebfas. such as allowing for 
payment in instalments, would 
ease financing pressure. 

Brad privatisation, see survey 


By Jobe Ridding to (tong Kong 
and Sands’ Tboenes In Jakarta 

Indonesia will resume the 
selection of investment bonk 
advisers for its privatisation 
programme this week in Singa- 
pore. signalling its determina- 
tion to put economic reforms 
back on track alter the politi- 
cal turmoil of recent weeks. 

International investment 
h anks will submit proposals on 
Thursday and Friday for advi- 
sory roles in the privatisation 
programme of 12 companies, 
including the sale of stakes in 
PT Telkom, the long-distance 
telecoms monopoly, and 
Indosat, the satellite operator. 

In spite of the depressed 
Investment sentiment sur- 
rounding Indonesia's crisis-hit 
economy, many of the big 
international investment 
banks are seeking a role. Mer- 
rill Lynch. Morgan Stanley, 
and Goldman Sachs are among 
the candidates, as is Jardine 
Fleming, the regional invest- 
ment bank. “Everyone who 
has an aspiration of doing 
business with Indonesia in the 
future has to turn up," said 
one investment banker. “There 
is a big question, though, as to 
whether some of these busi- 
nesses are sellable." 

While PT Telkom and 
Indosat are seen as relatively 
attractive, more difficult dis- 
posals include Jasa Marga. the 
toll road operator, and several 
Indonesian mining companies. 
Investment analysts say the 
government trill have to be 


lenient on pricing and consider 
taking its share below 50 per 
cent in some of toe companies, 
something it has been tradi- 
tionally reluctant to do. 

The value of many of the 
companies on offer has fallen 
sharply as a result of Indones- 
ia's economic crisis. When PT 
Telkom was floated in 1995. 
with toe sale of a 25 per emit 
stake, it had a market capital- 
isation of almost 38.5bn. That 
has fallen to less than Wbn. 

Analysts say toe sale of the 
next tranche, expected to be 
about 25 per cent, is likely to 
be sold to an international 
telecoms company. 

The sales are part of an 
agreement with the Interna- 
tional Monetary Fund, which 
has put a $43bn rescue pack- 
age on hold pending a reas- 
sessment of Indonesia's eco- 
nomic prospects. 

Privatisation proceeds are 
seen as vital in bolstering for- 
eign currency holdings and 
easing pressure on the govern- 
ment budget. But Industry 
commentators expressed cau- 
tion about demand. “This is 
going to be a hard sell,” said 
one Hong Kong fund manager. 
“There are big questions about 
the management of some of 
the companies, not to mention 
toe outlook for the economy." 

Other companies for sale 
include Semen Gresek. the 
cement company. Tam bang 
Tim ah, a tin mine, and Aneka 
Tam bang, a nickel mine. 
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Toshiba blames 89% profit fall on Asian crisis 


By Paul Abrahams to Tokyo 

Toshiba, Japan's second 
largest electrical machinery 
manufacturer, blamed an 
88 per cent tell in annual prof- 
its on the Asian economic cri- 
sis. the highly competitive per- 
sonal computer market and 
weak demand for consumer 
products. 

Consolidated net profits at 
the group - which makes 
everything from nuclear power 
stations to televisions - fell 
from YG7bn (*515.4m) to just 


Y7.Sbn for the year ending 
March 3L 

But Kiyoaki Shimaga m i. 
manag in g director, said profits 
would rebound this year to 
Y40bn. mainly because or an 
improved perfonpance at the 
personal computer business. 

The group also said it would 
reduce its board from 33 to 12 
members in order to sharpen 
decision making and give 
greater autonomy to individ- 
ual businesses. 

“These results were in line 
with expectations, and the 


forecasts are achievable." said 
Steven Myers, industrial elec- 
tronics analyst at Jardine 
Fleming in Tokyo. The shares 
closed down Y6, or l per cent, 
at Y58S. 

Turnover slipped 1 per cent 
to Y5,458bn. Although Income 
before taxes plunged from 
Yl25bn to Yl8bn. the tax 
charge fell only 66 per cent, 
from Y7lhn to Y24bn. as Japa- 
nese regulations do not allow 
for consolidated taxation. This 
means the company cannot 
receive a tax credit when sub- 


sidiaries make a loss. 

Operating profits at the elec- 
tronic devices and materials 
division more than doubled 
from Y18bn to Y40bn, on sales 
up A5 per cent at Yl,341bn. 

Unlike most manufacturers. 
Toshiba’s semiconductor 
operations did not fall into 
loss, although sales slipped 
from YS90bn to Y870bn. The 
company has changed its 
emphasis from commodity 
products to higher-margin spe- 
cialised chips. This year, the 
group plans to increase capital 


spending 18 per cent to 
Y400bn, of which semiconduc- 
tor-related investment would 
be 18 per cent lower at Yl-lObn. 

Toshiba said operating 
Income from the information 
and communications systems 
division - including personal 
computers - had collapsed 
from Y140bn to Y43bn, on sales 
up 1.7 per cent at Y2,184bn. 
The division had been hit by 
weak pricing in the PC mar- 
ket. In unit terms, computer 
sales rose l per cent, but by 
value they fell from Y7-J0bn to 


Y690bn. In the current year, it 
expected to sell Y770bn of per- 
sonal computers - about 32m 
units. To reduce stocks, it 
would accelerate its move to 
build to order. 

The consumer prod acts divi- 
sion had a disastrous result, 
with losses widening from 
Yi5bn to Y45bn on sales down 
10 per cent at Yl.MObn. The 
company blamed lower vol- 
umes and price erosion. 

Analysts praised the com- 
pany for cutting inventories 
6 per cent to Yl,001bn. 


Astra sues US rivals to protect anti-ulcer drug patent 


By Tim Bart to Stockholm 

Astra, the Swedish 
pharmaceuticals group, has 
launched lawsuits against two 
US rivals in an attempt to bol- 
ster patent protection for 
Losec, the world's best-selling 
prescription drug. 

The company, which 
depends on Losec for almost 50 
per cent of its SKr45bn 
($5JS5tm) annual turnover, said 
yesterday it was suing Andrx 


Pharmaceuticals and Gen- 
phann, both generic drug man- 
ufacturers, for allegedly 
infringing patents over the 
anti-ulcer treatment 

The legal move marks the 
start of a campaign by Astra to 
preserve its grip on Losec sales 
in the US - where sales of the 
drug jumped 42 per cent in the 
first quarter of this year - 
before its North American sub- 
stance patent expires in 2001. 

Astra said it was seeking 


injunctions against Andrx and 
Genpharm In lawsuits filed 
separately in Fort Lauderdale 
and New York, to stop the 
companies selling and market- 
ing generic versions or Losec. 

The lawsuits follow applica- 
tions by Andrx Genpharm 
to the Food and Drugs Admin- 
istration for permission to 
market omeprazole, the 
generic name for Losec. 

Under FDA regulations, the 
applications are put on hold 


for 30 months until the legal 
dispute is resolved. 

Although Astra admitted 
that its substance patent 
would expire at the turn of the 
century, it said the company 
had further patents covering 
toe formulation for Losec 
extending up to 2014. 

Industry analysts, who had 
expected such a legal action, 
pointed out that Glaxo Well- 
come of the UK bad failed in a 
similar legal attempt to protect 


patents over Zantac, its block- 
buster anti-ulcer treatment. 

“Astra is going to have a 
fairly tough job defending 
these patents: it depends how 
obvious the infringement is." 
said Johan Strcmdberg. phar- 
maceuticals analyst at Deut- 
sche Morgan Grenfell in Stock- 
holm. 

Other analysts said that 
profits at Astra - which mar- 
kets Losec jointly with Merck 
in the US - would be signifi- 


cantly enhanced for each year 
that it managed to maintain 
its exclusivity over the drug. 

In the first quarter of this 
year, sales of Losec rose 29 per 
cent from SKr4.Bbn to 
SKr6.2bn, underpinning 
increased group pre-tax profits 
of SKr3.94bn - up from 
SKr3.46bn in the first three 
months of 1997. 

Astra's most commonly 
traded A shares yesterday rase 
SKT3.50 to SKrl63. 
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FINANCE TOTAL LOSSES AT THE COUNTRY'S TOP 1 8 INSTITUTIONS HAVE RISEN TO Y4,350bn ' 



Bad loans hit 10 of Japan’s largest banks 


By GHBao Tett In Tokyo 

Ten of Japan's largest banks 
yesterday announced a col- 
lective pre-tax parent loss of 
Yl,290bn ($9.5bn) in fiscal 
1997 due to a nave of bad 
loan provisions. 

The total loss reported by 
the country's top 18 banks 
has risen to Y4.350bn. after 
the banks collectively made 
provisions for almost 
Yio.OOOto of bad loans. 

lie banks reporting yes- 
terday were Industrial Bank 
of Japan, Long Term Credit 
Bank, Nippon Credit Bank, 
Mitsubishi Trust, Mitsui 
Trust. Chuo Trust, Sumi- 
tomo Trust, Yasuda Trust, 
Toyo Trust and Sakura. 

They all Insisted that they 


would return to profit this 
year, and claimed that the 
poor results showed they 
were clearing away the 
mountain of bad loans that 
has dragged Japan's econ- 
omy down for seven years. 
Most of these are property- 
related and were caused 
when the 1980s property bub- 
ble burst 

The b anks that reported 
yesterday also admitted 
their operating profits would 
fall thfa year as the b usine ss 
climate became more com- 
petitive because of “Big 
Bang” financial deregu- 
lation. 

Analysts warn the banks 

appear ill-equipped to cope 
with any more bad loans 
that may arise, predicting 


the weakest institutions 
would take several more 
years to tackle their r emain. 
ing problem loans. 

James McGinnis, of Dresd- 
ner Heinwort Benson, said: 
“The banks can't trade their 
way out of the bad loan 
problem and their bidden 
equity gains are almost 
exhausted. If tbe govern- 
ment does not stop to with 
mare help there could be big 
trouble." 

The banks* estimate of 
problem loans has risen 
sharply because of the intro- 
duction of tighter account- 
ing standards. These new 
standards yesterday pushed 
the level of problem loans at 
IBJ np by 51 per cent to 
Yl^TQbn and at NCB up by 


38 per cent to YL73tm. 

IBJ made provisions of 
Y633J8m for bad loans dur- 
ing tha year, pushing it into 
a Y357.7bn pre-tax parent 
less against a Y48.6bn profit 
the previous year. Operating 
profits fell 99 per cent to 
Y3,035bn. 

gaknra, a commercial 
bank, revealed a Y4I7ba pre- 
tax loss, compared with a 
Y59bn profit the previous 
year. 

However, five of the 10 
banks that reported yester- 
day recorded a tiny profit 
Four were trust hanks: Mit- 
sui Trust showed a pre-tax 
profit of Y<L4bn. some 11 per 
cent lower. Chno Trust lifted 
its pre-tax profit 76 per cent 
to Y9.l4bn. while Toyo Trust 


reported parent pre-tax 
profit of .YlSbn, some 3 per 
cent lower. Mitsubishi 
Trust's profit of Y5£7bn was 
down 93 per cent on the 
year. ” 

Nippon Credit ‘ . Bank 
reported a pre-tax profit at 
YISAbn, compared with file 
YSSObn lass it incurred in 
1996 when It made large bad 
loan provisions. Long Term 
Credit Bank, by contrast, foil 
Into a Y320ba pre-tax Ices, 
against a Y18-lba pre-tax 
profit tbe previous year. . . 

Analysts argued that same 
of the weaker banks were 
only reporting profits 
because they were tackling 
bad loans at a slower pace 
than the strongest groups. 
“Not all the banks feel that 


they can make as big bad 
loan write-ofls as the- stron- 
ger ones," said Brian Water- 
house, of HSBC Securities. 

.Yasuda Tr ust report ed a 
YlSlhn loss," competed, with 
a pretax profit of YTbn tbe 
previous year. The trust 
bank, which is closely finked 
to. Fuji, a dmi tted that its 
problem loans wore Y820bn. 

Sumitomo Trust, often 
considered one of tbe. stron- 
ger -trust banks, recorded a 
pre-tax loss ofYSLSbn, com- 
pared with a profit of YMbn. 

The banks yesterday also 
released rm their capital 

adequacy ratios, . which, 
showed that all claim to 
meet the internationally 
required capital adequacy 
ratio of 8 per cent or more. 


Corporate about-turn as 
Estrada sweeps to power 

Many in Manila’s business community who believed him unsuitable are 
now showing support for the new president, writes Justin Marozzi 


I t was an unusual, if telling 
picture: Joseph Estrada, 
the populist Philippine 
vice-president long lam- 
basted by tbe business com- 
munity as Incompetent on 
economics and generally 
unsuitable for the presi- 
dency, surrounded by nods 
of approval from blue- 
blooded businessmen such 
as Jaime Augusta Zobel de 
Ayala, president of Ayala 
Corporation, the country's 
largest listed conglomerate. 

Equally remarkable were 
the flattering words from 
previously sceptical business 
leaders such as Alberto 
Fenix, president at the Phil- 
ippine Chamber of Com- 
merce and Industry. 

Already dubbed "The 
Revenge of the Masses” and 
“The Return of the Marcos 
Cronies”. Mr Estrada’s elec- 
tion as president - to be con- 
firmed by official results 
next month - has caused 
businessmen to perform an 
abrupt volte-face, reversing 
the previously held ortho- 
doxy that an Estrada presi- 
dency spelt disaster. 


Mr Estrada’s initial pro- 
nouncements have been 
encouraging, say business- 
men. While unveiling last 
week a 10-point plan for his 
first 100 days in office, the 
vice-president said: "In order 
to succeed, you must enjoy 
the least amount of regula- 
tion and the greatest num- 
ber of opportunities. You 
must be able to rely on 
consistent commitments and 
policies from your govern- 
ment" 

But serious doubts remain. 
Mr Estrada’s promise to dis- 
mantle the Presidential Com- 
mission on Good Govern- 
ment the body setup in 1886 
by former president Cori 
Aquino to recover ill-gotten 
assets amassed during the 
Marcos era, set off alarm 
bells. Will the move mean 
legi timising the years of 
plunder by former cronies of 
tbe late president Ferdinand 
Marcos? As the head of one 
foreign bank remarks: 
"There should be alarm that 
a lot of ex-Marcos cronies 
are back. The question is 
what is the character of Mr 


Estrada and will be let the 
cronies rule him?" 

In the corporate sector, the 
PCGG's most visible role is 
its sequestration of a 48 per 
cent slice of San Miguel, the 
food and bevoage group for- 
merly headed by Eduardo 
Cqjuangco, a close business 
associate of Mr Marcos and a 
key ftranriai backer of Mr 
Estrada. 

Government sequestration 
has long been acknowledged 
as a serious constraint on 
the group because it has pre- 
vented much-needed capital , 
raising exercises. Mr Coju- 
angco and related business 
interests claim the 48 pa 
cent is theirs. 

But the fear is that the 
new administration will look 
too kindly on Mr Coju- 
angco’s ownership dispute. 
Assuming some shares are 
freed up, there is consider- 
able interest overseas in 
buying into or taking over 
the ailing San Miguel. 
Anheuser-Busch, the US 
brewer, recently joined First 
Pacific, the Hong Kong- 
based conglom er ate, an the 



Unknown quantfty: Joseph 


Ust at potential buyers. 

An Estrada artminig tr yttan 
will also affect the corporate 
sector by selling off remain- 
ing government stakes in 
companies such as Meralco, 
the electricity distributor (43 
per. cent). Philippine 
National Bank (45 per cent), 
and Philippine Airlines, 
majority owned by the 
Chinese-Filipino tycoon 
Ludo Tan (20 per cent), says 
Edgardo Espiritu, who will 
become finance' secretary. 

The fiscal position is tight, 
with the International Mone- 
tary Fond forecasting a pub- 
lic sector deficit of 28.7bn 
pesos (3743m). 


oon trwfi c to ry statements ckxid the picture 


VIBSIVGROUP 

ABSA Group Limited Reg No 86/03934/06 

Audited results 

for the year ended 31 March 1998 


Headline earnings up 28,3 % 
Headline earnings per share up 22,1% 
Advances up 16,3% 


Headline earnings and dividends per share (cents) 




1998 

1997 

Headline earnings (R million) 

1 692 

1 319 

Income attributable to shareholders (R million) 

1 598 

1 319 

Headline earning? per share (cents) 

2713 

2223 

Earnings per share (cents) 

256,2 

222^2 

Dividends per share (cents) 

86,0 

72,0 

Return on average equity (%) 

18,9 

17,7 


“ The Group is implementing some far-reaching strategic initiatives and I believe it is well 
positioned to grow its local and international business, improve all important operational 
ratios and produce farther satisfactory results for its stakeholders . " 


Dame Cronje - Group Chairman 


Tins information tt al so availab le on our website at httpUmt nm nhea - - 
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Analysts welcome the 
prospect of increased liquid- 
ity in Meralco. Last Decent 
ber, Spain's Union Electrica 
Fenosa said it wanted to 
increase its stake in the Fhfl- 
ippine utility from 4 to U 
per cant 

PNB. the laggard among 
the top tier of domestic 
banks, hag also been the sub- 
ject of market speculation of 
buy-ins f mm among others, 
Metro Pacific, the Philippine 
flagship of First Pacific. Phil- 
ippine Airlines, which Is set 
to record its fourth consecu- 
tive year of losses in 1998, 
said last month it was In 
talks with international air- 
lines, including Northwest 
Air lines, American Airlines , 
British Airways and. Luft- 
hansa, to inject equity. 

‘There’s tremendoos inter- 
est and undiscovered value 
in some erf these companies, **' 
says John Mangun, director 
for portfolio management at 
IB Gimanez Securities, a 
local brokerage. "With PAL, 
yon have the advantage of a 
joint venture with Ludo 
Tan. With Meralco, a highly 
profitable company with a 


franchise monopoly. It's a 

Joint venture with the Lopez 
family " 

Mr Espiritu says the pri- 
vatisation of National Power 
Corporation, the country's 
largest utility, will be a pri- 
ority; international power 
groups have already 
expressed interest The gov- 
ernment’s 40 per cent stake 
in Petron, the country's larg- 
est petrol group, is less 
Hkdy to be sold because pre- 
vious governments have 
used it to contain oil price 
rises: the populist Mr 
Estrada is not expected to 
act differently. 

Much remains in the dark 
and analysts point to Mr 
Estrada's contradictory 
statements that farther 
cloud the picture. On the 
same day he delivered his 
comforting sermon to- busi- 
ness leaders, Mr Estrada was 
quoted in a local newspaper 
saying: “Business wfil not be 
allowed to dictate under an 
Estrada presidency." All that 
seems certain for now is that 
the apocalyptic prophecies of 
some businessmen appear 
vastly overstated. 


Samsung, Ford 
talks collapse 


By John Barton in Seo ul - 

Samsung Motors, the newest 
and smallest of South 
Korea’s four carmakers, yes- 
terday said negotiations 
with Ford Motor, of the US. 
an a strategic alliance had 
collapsed. 

"Negotiations an the joint 
venture have virtually ended 
in failure, but we can always 
resume talks when condi- 
tions are right,” said Lee 
Dae-won, Samsung Motors 
vice-chairman. 

Samsung had proposed 
that Ford produce cars at its 
new plant In Pusan and 
co-operate on sales and fin- 
ancing in Korea’s highly pro- 
tected market, to return for 
an equity investment by the 
US carmaker. But Ford con- 
cluded that there was little 
prospect of growth to Korea, 
Mr Lee said. 

The failure e£ the talks is a 
setback for Samsung, which 
began car production in 


March and is expected to suf- 
fer large losses because of 
tbe nation’s recession. 

Samsung has suggested 
that the industrial group 
might be forced to abandon 
lts.$5bn car project unless it 
can attract overaeas invest- 
ment and be ahle to acquire 
bankrupt . Kia Motors, 
Korea’s third largest car- 
maker. 

Samsung said it hoped to 
continue talks with Ford on 
a possible joint takeover of 
Kia. "The memorandum of 
understanding [with Ford] 
on co-operating in tbe recon- 
struction of the Korean car 
industry is still effective. We 
are continuing t»Tk» on this 
matter,” said Mr Lee. 

Ford is Kia’s biggest share- 
holder with a 1&9 pa cent 
stake. Kia last week claimed 
that Ford was considering 
acquiring a 51 per cent 
stake, along with Kia’s credi- 
tor banks, to protect the car 
group’s independence. 


news digest 


tbecommuh icati o hs 

Singapore group downbeat 
despite 12% advance 

Singapore Telecom, the 

a 12 per cant rise in net profit to ^ 

the year ended March 31. The group expe^ewar 

fob financial yean noting that fts main 

dent on the economic conditions In Singapore and the region, 

now embroiled fri crisis. . , , ., nti - nnl tnUnhnnft 

The company bdiaves that growth In Inttniatlond 
revenue will ftM because of lower traffic growth andptenrwrf 

rate ctito h is wotWng on an alternative budget service which 

• w8l provide lower grade service at cheaper 
aoe u sw y* Analysts are generally unconoemed with expecta* 
dons <rf slower growth this financial year for Singapore s top 
■companies as they consider themwefl-managad aid solid 
corporations. 

Singapore Telecom is working hard to cut costs and main- 
tain its competitiveness, particularly because the authorities 
have moved forward its exclusive right to basic tetecoraimau-. 
cations service to 2000. instead of 2007 under foe original 
fleenca The company has already tost its monopoly over the 
moWe market, yet Singapore Telecom said these subsen bars 
continued to register strong growth. . . . ~ 

Group borrowings repayable within one year amounted to 
S$66-3m, and borrowings repayable after one year ware 
S$1 00.1m. Revenue rose 12-par cent to S$4.94bn. E ammga 
pec share increased 12 per cent to 1JL37 cents. The directors 
recommend a final dividend of 5 cents a share, up from 45 
cents. SheBa McNidty, Singapore 


OARS 


Fuji Heavy Industries falls 22% 

The combined costs of a model recall losses on equity hold- 
ings and an Incre a se in the effective tax rate lowered consofi- 
dated net earnings at Fuji Heavy industries in the year ended 
Math. The Japanese company, which markets Its care u nder 
the Subaxi name, reported after-tax consolidated profits 
down 22 per cent from Y39.6bn to Y30.7bn (5226m). Sales 
were up 6.6 percent at Y1,304bn. 

Subam of America, the company's US subsidiary, did par- 
tfcularty- well thanks to the success of the Legacy saloon car 
and newly launched Forester sports-utility vehicle. US sales 
accounted fop 4 7& per cent of turnover. Domestic turnover,- 
by contrast fell T 62 per cent to Y524tin, amid sluggish 
demand. 

A recall of 1.47ra care In October-1997 cost the group an 
estimated Y4bn, according to Morgan Stanley Dean Witter. 
The tax charsp quadrupled to Y16bn. 

In foe current year, the company forecast a slight increase 
in net pr ofi ts to YISbn, on sales down 15 per cent to Y880bn. 
The dividend would be unchanged at Y7. 

The group’s well established position in the US would con- 
tinue to help profits, analysts said. “Theyhave not only 
restructured considerably, but unlike the other auto makers 
Mssan and Toyota, they have tong ago reached into the niche 
markets in compact and sports utility vehicles in the US. They 
have a product that is very affordable and very at t racti ve, and 
foey should continue to have strong . sales," said Noriaki Hir- 
akate, analyst aft Morgni Stanley Dean Witter. . 

The stock dosed ig> T44_per cent or Y9, at YB33 in a fac- 
ing market Alexandra Harney, Tokyo 


INSURANCE 


FSA, Tokio Marine m link-up ; ; 

Financial Security Assurance, the US-basad Insurer, has ttecj 
up with Tokio Marine and Ffre. Japan’s largest property and 
casualty insurer, to offer joint products for foe securitisation 
market 

The two companies yesterday said they would establish an 
operational joint venture to provide tosurance for asset- . 
backed securities in Japan. • • • 

The venture is the first of its kind In Japan. Richard Hettin- 
ger, Asian regional head of FSA. said. "Although there might 
have been some looser alliances before, this Is the first of this 
type we know about’ he said. 

The two companies said foe new venture illustrated their 
faith In the potential growth of Japan’s securitisation market 
“We think that this market could grow to be the second big- 
gest to the world," Mr Holtinger added. 

The asset-backed securities market Is very underdeveloped 
in Japan compared with countries such as the US. However, 
the government is trying to encourage the market to develop 
as part of Its Big Bang financial deregulation. 

In the oomhg months ft wffl Introduce new legislation to 
make it easierto establish special purpose companies for 
testing asset-backed securities. 

it is also considering introducing tax reforms to make it 
easier for banks to securitise property portfolios. 

GfiDan Tett, Tokyo 


ELECTRONICS 


LG takes full control of Zenith 

South Korea's LG group will take fuH control of Zenith, the US 
Revision maker which it acquired In 1995 as a majority 
shareholder, foroujfo a debt-fbr-equity swap and new capital 
under a bankruptcy reorganisation plan. 

LG will provide $80m in fresh funds to Zenith and convert 
$200m to debt for equity. Another $21 0m of claims held by 
LG wffl be exchanged for Zenith manufacturing assets in 
Mexico and secured notes due in 2008. 

Zenith wflj seek buyers or partners for its colour TV and 
computer terminal tube plant In Melrose Park. ROnoisand its 
wood cabinet and projectton-TV plant to Juarez, Mexico. LG 
wffl supply televisions arid other products that wffl be under 
the Zenith brandname. 

LG acquired a 57.7 per cent stake in Zenith three years ago 
to obtain technology in such areas as digital television. LG 
said Zbnlth wffl concentrate on the development of new prod- 
ucts as ft sheds most of Its manufacturing operations. 

LG has already Invested an estimated $750m In Zenith, 
which has reported only one profitable year since 1985. 

John Burton, Seod 


Japanese drugs groups show falls 


By Paid Abrahams It Tokyo 

Results from Yamanouchi, 
Shionogi and Chugai, the 
Japanese drugs companies, 
confirmed the costuming 
problems facing the indnsv 
try. -with all three showing 
lower net profits for the year 
ending March 3L 

Govenament-imposed price 
cuts and falling volumes 
came on top of the enforced 
withdrawal of some products 
an safety concerns or doubts 
about their effectiveness. 

Profits at Yamanouchi, 
one of the country’s biggest 
drugs companies, collapsed. 
85 per cent to Just Y6bn 
(J44m) on sales up 5 per 
cent Most of tbe foil was 
due to its decision to write 
off YJ5bn of goodwill assod- 
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ated with its acquisition of 
Shaklee. a US heafthfood 
group. However, it benefited 
from a change in tax regula- 
tions that boosted net 

income by Y24.7hn. 

The group also lost sales 
and profits after the decision 
by Novo Nordlsk, '.of 
Denmark, to market , its' 
human growth hormone on 
its own in Japan, said Shig- 
eru Mshtnia l ■ iiiy g^ analyst 
at SBC Warburg tn Tokyo. 


In addition, the govern- 
ment insisted it should with- 
draw Elen, an Alzheimer’s 
product, because of lack of 
evidence that it was effec- 
tive. The drug had sales last 
year of about YSLSbn, accord- 
tog to Morgan Stanley Dean 
Witter. ' Yamanouchi pre- 
dicted Its group sales would 
foil 13 per cent tins year. 

Shtanogl suffered from the 
withdrawal of Hoechst 
Marion Roussel’s -Trfludan. 


which it had marketed in 
Japan. The drug was found 
to interact badly with anti- 
biotics and anti-fungals. 
However, the company, 
which specialises to antibiot- 
ics, suffered less than most 
from government -imposed 
price cuts. Antibiotic prices 
in Japan are among the low- 
est in the developed world. 

Net profits, at Chugai were 
Y9.5bn on sales of Yl85bn 
last year. Net profits for 1998 
are forecast as imrfoangiwi on 
Increased sales of Yl9Qbn. 

• Takeda, Japan's biggast 
drugs company by sales. Is 
setting up a sales subsidiary 
to the US to sell Actos, a 
treatment for diabetes. It 
said it would copromote toe 
drug with Eli Lilly, the US 
group. 
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COMPANIES & FINANCE: EUROPE 


NEWS DIGEST 


FRANCE 


n r 


PPR launches low-cost 
telephone subsidiary 

Ptnautt Print em ps-Rsdout e . the French retail group, yesterday 
launched a mass- market telephone company designed to 
offer low-price calls and a range of related services. The sub- 
sidiary, called Kertel. is not linked to any one telecommunica- 
tions operator, but plans to buy phone time from different 
suppliers with the aim of offering rates 10-70 per cent lower 
than those of France Telecom. 

The service, which has been approved by the French tele- 
coms regulator, has been made possible by the liberalisation 
of the national telephone network at the start of this year. 
Customers will be able to buy pre-paid cards through Its retail 
network as well as Shed petrol stations and Casino supermar- 
kets. 

Separately, Bouygues, the French utilities group. Is study- 
ing the possibility of buying back a 20 per cent stake in Bouy- 
gues Telecom, its mobile telecoms subsidiary, from Cable & 
Wireless of the UK. The action comes In spite of pressure 
from Vincent Boflor6, the French financier who has built up a 
significant minority stake over the past few months in Bouy- 
gues, for the group to withdraw from the telecoms sector. 

Cable & Wireless has expressed its intention to sell the 
investment, which it values at FFr4, 5 bn ($7B4m). Bouygues 
has pre-emption rights and may consider buying back all or 
part ol the stake, partly In an effort to limit an Increase In the 
stake held by Its partner Telecom Italia. Andrew Jack, Paris 

ISRAEL 

Profits recover at Bezeq 

Bezeq, Israel's state-controlled telecommunications company, 
yesterday reported a turn round in net profits for the first quar- 
ter. Net Income slipped from Shkl49m for the same period 
last year to Shk129m ($35. 5m) but was well ahead of the 
Shk43m for the fourth quarter last year. 

Net losses for all of 1997 were Shk222-7m on sales of 
Shk8.7bn, after a Shklbn charge for restiuctumg. Revenues 
for the latest quarter slipped from Shk2L25bn to Shk2.15bn, 
with the decline attributed to the introduction of competition 
in international telephone calls. 

Yesterday's results coincided with an agreement between 
the communications ministry and Cable and Wireless allowing 
the UK telecoms group to raise its stake in Bezeq from 10 per 
cent to 20 per cent in two stages. In the first phase. C&W will 
be able to acquire 3 per cent immediately. Within 18 months, 
it can raise its stake to 20 per cent if the government opts not 
to call a public tender for a strategic partner. If it does, C&W 
will have to wait a further 18 months but win be able to com- 
pete for the tender. 

The agreement ends nearly two years of wrangling, with 
Limor Lhmat, the communications minister, opposed to C&W 
increasing its stake for security reasons. The government 
holds a 60 per cent stake in Bezeq. Once options for bonds, 
warrants and convertible securities are exercised by 2001, its 
stake will be reduced to 54.6 per cent Bezeq wants to sell a 
further 20 per cent, probably in 1999. 

Judy Dempsey, Jerusalem 


Czech groups cast their net abroad in search of funds 


RUSSIA 


Oil merger talks called off 

Yukos and Sibneft of Russia yesterday confirmed they had 
called off discussions, pn a merger that would have created 
the world's largest oil group. 

Russia's worsening financial situation, which has been com- 
pounded for the oil sector by falling prices for crude, compli- 
cated the affiance plan. The management teams at Yukos and 
Sibneft also proved difficult to combine. The collapse of the 
merger raises questions for Elf -Aquitaine, the French oil com- 
pany. Elf had agreed to buy 5 per cent of Yuksl, as the 
merged company was to be called, for $528m. One possibility 
for the French company may be to purchase instead a 12 per 
cent stake in Sibneft for the same price. 

Chrystia Freeland, Moscow 


POLAND 

Price set for Pekao IPO 

The Polish government yesterday priced Pekao SA, one of the 
country's largest banks, at between 35 zlotys and 45 zlotys a 
share In an initial public offer scheduled for next month. The 
range values the bank at $l.4bn-$l.8bn, and the offering will 
see 15 per cent of the equity sold to domestic retail and for- 
eign institutional investors. 

The offer, which opens on June 15. will be followed by the 
sale in autumn of a 35 per cent stake to a foreign strategic 
investor which will be expected to recapitalise Pekao SA and 
expand the bank's activities to other east and central Euro- 
pean markets. CSFB is advising the treasury on the privatisa- 
tion. 

Foreign institutional investors are to be offered 60 per cent 
ol the Pekao SA offering, with the remaining stock going to 
domestic institutions and retell investors. Retail investors are 
being offered a 5 per cent discount on the final offer price, 
which will be announced on June 10. The shares are to be 
allocated on June 20. Christopher BoWnski, Warsaw 


FISH PROCESSING 

Domstein plans flotation 

Domsteln, Norway’s second largest fish processing and sea- 
food group, is planning a stockmarket flotation to help fund 
an aggressive expansion strategy. The family-owned com- 
pany, which operates five processing plants and 15 fish 
farms, is expected to be valued at about NKr500m ($67m) on 
its market debut later this year or early in 1998. 

Rolf Domsteln. chief executive, said yesterday that pro- 
ceeds from the flotation would be used for “vertical integra- 
tion'’ involving further bott-on acquisitions of fish farms and 
shares in fishing vessels. 

The company last year reported underlying profits of 
NKr40m on sales of NKf1.5bn. making it the country's largest 
fish and seafood operation after Norway Seafoods, a subsid- 
iary of the Aker RGI holding group. Tim Burt, Stockholm 

NATURAL RESOURCES 

Sudelektra to raise $220m 

SCdeteklra. the Swiss natural resources group, is raising 
$220m In new equity to refinance fts recent acquBation of 
Consofldaled Metallurgical Industries (CMI). South Africa s 
third largest fenochrome producer. . .. 

Since 1992 SGdetektra has spent nearly S700m on *9"* 
acquisitions culminating in its $215m purchase of CMI. which 
has established it as the world's largest 1« ro £* r “2® 
ducar. The group last raised equity in a SFrl50m {$10^&to 
one-for-fwo rights Issue in 1994. Since then, its stare ’ 
has more than doubled, revenues have risen fourfold to mom 

than $400m, and its gearing has risen to more than 100 per 

cent. ■ 

SUdelektro Is raising the equity in a combined 
and global offering of up to 35 per cent of Its ewjed share 
capital, ft win make a 1 -tor-5 rights era of 
tar existing shareholders, at a price of SFrt.oSO. and*®' 0 
another 135.000 shares to international investors at dose to 
the current market price. SOdetekfra’a shares closed at 
SFr-1,303 ahead of yesterday’s announcement. 

Wiffiam Hafl, Zurich 


Bank loans are scarce and the Prague bourse 
has low liquidity, writes Robert Anderson 

C zech companies are This new wave follows last 

queuing to make inter- autumn's aborted initial 
national equity issues public offering of Bouton, a 
this year, as the flow of hank music and him company, 
loans dries up and the and a GDR issue by Inter- 


C zech companies are 
queuing to make inter- 
national equity issues 
this year, as the flow of bank 
loans dries up and the 
Prague Stock Exchange 
struggles 'with low liquidity 
and a poor reputation. 

Czech companies have 
been slower than their 
neighbours to seek interna- 
tional listings. Only the two 
biggest banks, Komercnl 
Banka and Ceska Sporitelna, 
are listed abroad, on the 
London Stock Exchange. 
However, at least five com- 
panies plan to follow them to 
London this year. 

Ceske Radlokomunikace, 
the Btate-owned radio, televi- 
sion and telecommunica- 
tions company, today list as 
Global Depositary Receipts 
in London the bulk of a 
3134m equity issue. 

Next month, SPT. the 
maj ority-cantroll ed fixed-line 
telecoms monopoly, will 
seek a listing of some exist- 
ing shares. In July, CKD, the 
country's second biggest 
engineering company, 
its own $40m GDR roadshow. 
And in the autumn, IPS, the 
second biggest cons t r u ction 
group, is planning an $80m 
GDR issue, of new and old 
shares. 


kontakt, the country’s big- 
gest retailer. 

Interkontakt needed tD 
raise capital quickly to fund 
the acquisition of PHS. the 
second largest retail chain in 
Poland, and chose instead to 
place $46m of shares with a 
private equity fund run by 
Credit Suisse First Boston. 

Bonton cancelled its 530m- 
540m issue at the last minute 
because of the global fall In 
stock markets. Like Inter- 
kontakt, it turned to a pri- 
vate investment fund. run. 
by Morgan Stanley, its 
adviser. Bonton now hopes 
to go ahead with a larger 
ZPO in the autumn. 

While the cancellations 
can be blamed in pari on 
stock market turbulence, 
they also reflect the tighten- 
ing domestic market for 
l oans and companies' grow- 
ing indebtedness. 

Previously, banks were an 
easy source of finance 
because ' of their own share- 
holdings in companies. Jan 
Tauber, head of the Prague 
office of HSBC, which is pre- 
paring the IPS issue, says: 



Ran reputation: Prague bourse is seen as way of gaining control of companies rather than raising funds 


“Bank lending in the Czech 
Republic resembled venture 
capital funding in more 
mature market economies." 

Now interest rates have 
risen to about 16 per cent as 
the central h ank tightens 
monetary policy, and banks 
are more wary of giving 
credit as they make provi- 
sions for their past largesse. 

This is hurting many 
Czech companies. Igor Stra- 
in. finance director of ZPS, 
the country’s biggest 
machine tool manufacturer, 
says: "With interest rates as 
they are, if you want to 
finance something you 
haven't a chance.” 


He says ZPS plans Us own 
$50m-S60m equity issue at 
the end of the year to 
improve its balance sheet 
The banks acknowledge 
the problem. "Czech compa- 
nies depend much more than 
others in the region on bank- 
ing credits. Therefore they 
are very sensitive to a 
change in Interest rates,” 
says Jan Klacek. head of 
Invest! cni a Postovnj Banka, 
tbe third biggest bank by 
assets. "Interest rates are too 
high and it must be difficult 
for many companies to work 
out an investment project 
with a return that can pay 
back tbe credit." 


But Czech companies have 
also been slow to seek issues 
because of their shareholder 
structures. Many are still in 
state hands, and the major- 
ity shareholders of compa- 
nies privatised through 
vouchers in the early 1990s 
are more worried about los- 
ing control than a shortage 
of capital. 

The problem is accentu- 
ated by the failure of the 
stock market to do its job. 
“The capital market has not 
been regarded as a way of 
raising funds.” says Mr 
Tauber. "It was looked at 
more as a way of gaining 
control of the company. This 


was the natural consequence 
of voucher privatisation.” 

Bonton's EPO would have 
been the second and only 
significant IPO on the local 
bourse. Czech and foreign 
investors have been fright- 
ened off by insider trading, 
the lack of protection for 
minority shareholders and 
outright fraud, with the 
result that liquidity’ is low 
and the market has under- 
performed its neighbours. 

Fur successful start-up 
companies such as Bonton 
and interkontakt, a listing in 
London is the first step to 
funding regional expansion. 
The market cannot handle 
large issues and foreign 
investors are much more 
willing to buy GDRs than to 
trade in Prague. 

For smaller and less 
attractive Czech companies, 
however, the outlook is 
bleak. Last month, a capital 
markets watchdog was 
finally set up. New legisla- 
tion will force investment 
funds to reduce their indus- 
trial shareholdings and 
become open-ended. How- 
ever. Mr Tauber says this is 
unlikely to change things in 
the short term. “IPOs of 
$15m-$20m are the maximum 
the market could handle,” he 
says. "And they would have 
to be well known and very 
profitable companies.” 
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Our Commitment to Asia 

More than 50 years ago, BankAmerica made the visionary commitment 
to help finance Asia's development, and built a network to do it. 
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COMPANIES & FINANCE: INTERNATIONAL 


Cifra sets the record straight 


By Henry Tricks fo Mexico Cfty 

Walk Into the corporate 
headquarters of Cifra, 
Mexico’s largest retailer, and 
it feels like a visit to the 
altar of coat-cntting. 

No sign of the plush pent- 
house offices common to 
most big 1 Mexican corpora- 
tions. Top Cifra executives 
work out of the drab second 
floor of a branch of Its low- 
cost clothing store. Subur- 
bia. They ditched the fancier 
former headquarters after 
deciding it would be more 
profitable as a new store. 

The thriftiness for which 
Cifra has been known 
throughout its 40-year his- 
tory makes it a neat fit with 
Wal-Mart of the US, the 
world's largest retailer, 
which bought a controlling 

stoke in the Sllbn Mexican 
company last September. 

So it was to the horror of 
Industry watchers that 

flTv»nwii results hi g hli ghting 
the initial impact of the 
merger revealed that Cifra’s 
operating expenses jumped 
60 pea- cent in the first quar- 
ter and profit margins tum- 
bled. 

The company's stock 
value, which climbed 143 per 
cent last year, plummeted 
and some industry analysts 
gloomily suggested Wal- 
Mart' s takeover of Cifra may 
have been bungled. 


Unused to such criticism, 
Cifra executives sprang into 
action. They summoned ana- 
lysts who had downgraded 
their earnings estimates and 
convinced them some of 
their assumptions were 
wrong. A company that is 
notoriously media-shy also 
opened its doors to explain 
the merger — though under 
the strict condition that no 
names be used. 

"There's no magic for- 
mula,’' said one executive. 
“There are greater expenses 
up front because you have 
people from Wal-Mart and 
Cifra doing the same jobs. 
Then there comes a process 
of selection and you standar- 
dise operations to achieve 
economies of scale. It doesn't 

happen overnight." 

Since Wal-Mart moved into 
Mexico in 1991, its stores had 
been run as joint ventures 
with Cifra, while fully-owned 
Cifra stores that pre-da ted 
1991 were managed sepa- 
rately. Last September all 
the stores were combined 
under the Cifra name, and 
Wal-Mart took over 51 per 
cent of Cifra's shares. 

The higher costs, the exec- 
utive said, were the result of 
a transition period in which 
both Cifra and the stores for- 
merly run by Wal-Mart/Cifra 
strove to understand each 
other’s computer and admin- 
istrative systems. 


The company insists the 
merger will produce econo- 
mies of scale. Where syner- 
gies were not previously 
exploited, Cifra is now link- 
ing buying, computing and 
management of all its stores 
under the same roof. 

It is introducing Wal- 
Mart’s high-tech inventory 
management system across 
the company, and it does its 

Management 
expects that by 
the year-end the 
new company 
should be as 
efficient as the 
Cifra of old 

mainframe computing from 

Wal-Mart ‘s processing facil- 
ity in Tulsa, Oklahoma. 

The cost-savings have not 
come as quickly as many 
analysts had expected, but 
management expects that by 
the year-end the new com- 
pany should be as 
as the Cifra. of old. 

On the ground, the merger 
is already bringing; changes 
to Cifra’s mix of stores. 
In 1997, low-margin, high- 
volume stores such as Wal- 
Marfs Sam's Club and the 


downmarket Bodega format 
accounted for 47 per cent of 
Cifra’s sales, Indicating a 
drive toward greater market 
share. 

Over the next 13 months, 
it has plans to invest 
between 3280m and $430m in 
further expansion, aiming to 
move beyond the central 
Mexico area where most of 
its stores are clustered. 

With competitors snapping 
at its heels as consumption 
in Mexico rebounds from a 
punishing economic crisis 
after the 1994 peso devalua- 
tion, Cifra has begun aggres- 
sively cutting prices. 

The promotion appeared to 
have begun paying off in 
April, when Cifra's same- 
store sales grew a robust 
M per cent - higher than 
some of its main competi- 
tors. An executive said the 
pace was also strong in May, | 
though slightly below April’s 
level which was bolstered by 
a late Easter. 

Meanwhile, analysts who 
had downgraded Cifra stock 
in the wake of the first- 
quarter results were anxious 
to stress the company has & 
bright future. 

“It’s a very costconsdous 
company” said Debra Wang 
Smith of JJ > . Morgan, who 
cut Cifra to a long-term buy 
from a buy in early May. 
“It’s lean and so is Wal- 
Mart." 



Saab Automobile, the Swedish 
carmaker, yesterday 
confirmed a SK/1.2bn (S1S6m) 
investment to upgrade 
manufacture plants and 
un veiled a new estate esc 
(above), due to be launched 
later this year, writes Tim 


Burt to Stockholm. The - 

tossmaking company, which Is 

50 percent owned by General 
Motors erf the US, stud fc 
planned to restructure ... 
operations at Rs Titffaflttan 
plant in southern Sweden, 
where the new car would be 


produced. Robert Hendry, 
chief executive, said the 
introduction of new press 
lines atTmtaatten would help 

Bft productivity by 30, per cent. 

Saab said Its new estate 
car, based on the 95 saloon, 
would be launched at the 


Parte motor show this autumn, 
wtth deliveries beginning next 
year. The measures mark the 

latest attempt by Saab to 

return to profit after 

accumulating losses of 
SKr12bn since 1989, when 
GM acquired its stake. 


Vendex and DBU in foods merger 

By Gordon Crarab ta Amsterdam Its foods division, is to Belgium, where, it has a shareholders are expected to 

— — — merge that business with 5 per cent market share. be offered about two newly 

Shares In Vendex and Be DBU- itself the product of a The share of the Dutch issued shares in DBU for 

Boer Unigro (DBU), two big .1997 merger. They said the grocery market, through every seven they own. The 

Dutch retailers, jumped yes- combined group would seek chains such as Edah and combined market value yes- 
terday as they revealed a to expand outside the Super De Boer, will be 24 per terday approached FI 6bn, as 
plan to create a srapermar- Netherlands. cent That compares with 28 shares in Vendex rose F16J30 

kets group ranking close About 23 per cent of the per cent for Ahold's Albert to close at FI 141, while DBU 
behind Ahold, the sector FI iL5bn (SS.8bn) turnover Heij n flagship- added FI 11 to FI 109.50. 

leader. . will come, from Spain, In an equity, swap, the The companies expect a 

Vendex, which said earlier where DBU operates the exact proportions-, of which, positive effect on ea rnin g s 

this year it was spinning off Super El Arbol chain, and win be set in July, Vendex per share in the first year. 


NEWS DIGEST 



What is the true face value of the EMU? One index can identify it. 

Any index can give you a picture of the EMU. But you want the picture. 

You want the realities of the European market in all its complexities. A benchmark built around a 


carefully selected and weighted group of companies within industries and industries within regions. 

With the companies carefully measured for their true impact on their markets. With the markets 
carefully measured for their true relationships to one another. And with all the complexities — liquidity 
volatility, cyclicality — factored in and monitored constantly 

In short, you want the MSG EMU and Pan-European Indices. 

The MSG European Series embraces 25 regional, 38 industry and 8 sector indices. It offers all the 
flexibility you need in EMU and Pan-European investing. And each index is structured around the same 
comprehensive MSG methodology that has become the acknowledged industry leader 

Call ns about the new MS Cl EMU or Pan-European Indices. In London 44-1 71-425-6660, 
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BATTERIES 

Eveready set to launch new 
Energizer product range 

Eveready Battery, part of Ralston Purina, the US petfood and 
battery company^ Is today expected to announce the Immi- 
nent launch of a new range of batteries that will be sold 
around the world under Its flagship Energizer brand name. 

. Called Energizer Advanced Formula, the battery Is an 
upgraded version of Hs existing Energizer aDcaflne battery. It 
has been, developed to give longer Hfe In so-caHed .high drain 
devices such as hand-held computers, digital cameras and 
camcorders. 

The move wflt -be seen as Evereadyte response to Duracelt 
Ultra, a similar product launched a few weeks ago by Dura- 
cell, the battery making arm of Gfflette, the US shaving prod- 
ucts group. 

Duracefl sakJ Hs new batteries would lastup to 50 par cent 
longer than esdsting alkaline batteries when used In high-draln 
devices. Eveready fs going a step further, ciakning its Ener- 
gizer Advanced Formula can last up to GO per oent longer. 

Everaadyte Energizer subsidiary said, high drain devices now 
accounted for mare than 20 per cent of alkaline batteries sold 
in AA and AAA sizes, and represented the fastest growing 
segment of the martoet 

*By the year 2002, consumer demand for alkaline batteries 
with strong high-rate performance Is expected to Increase by 
as much as 60 per cent,” the company saJd. Energizer will rofl 
out the product during the summer, backing it with a $150m 
global marketing campaign. Richard Tomkins, New York 


FINANCIAL SERVICES 


FirstRand valued at R51.7bn 

Shares in FirstRand, the hew South African group merging the 
financial services interests of Anglo American and HMB Hold- 
ings, were listed on the Johannesburg Stock Exchange yes- 
terday and closed at R9.50, valuing the company at R5l.7bn 
CS102bn). 

FirstRand, which brings together banks and life assurers 
under a single holding company, is South Africa's biggest 
listed financial services group. OkJ Mutual, the fife assurer 
which Is demutualising and plans to Bat next year, is expected 
to be valued at a similar amount 

The RMBH team has further tightened its management grip 
on the new group foflowlng the decision by Neal Chapman of 
Anglo's Southern Life Association not to take up the post of - 
FirstRand- chairman because of "family issues". Anglo has the 
right to nominate the chairman during FirstRand’s first three 
years, but ft has chosen (3.T. Ferreira of RMBH for the Job. 

Laurie Dippenaar, FirstRand chief executive, said the group 
was ahead of South African competitors seeking similar merg- 
ers In line wfth International trends. "The merger Is rooted In 
the belief that the divisions between life assurance, Invest- 
ment management banking operations and their respective 
products are Increasingly and rapidly becoming Indistinct," he 
said. Victor Mattel, Johannesburg 
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NOTICE TO THE 
HOLDERS OP 
OUTSTANDING 

US$65,000,000 
(L25 per cent Convertible 
Bonds doe March 12, 2906 
. (the “Bowfe") of 
Samsung Display 
Devices CtyLtd. . 

(ttie “Company”) 

NOT ICE IS HEREBY 
GIVEN ro the boklers. of the 
Baodtdat pursuant to die provi- 


tbe Bonds, tie coonruioir juice erf 
the Bands has been, adjusted Bom 
Won 77.49* to Won 74,147 per 
store. The new cc a v egi on price 
will become effective retroocmc- 
ly to April 3, J998. Tins adjiH- 
tn«t tes been made is a ctsdt of 

rigfas bane of the Company's 
stores. The Board of Damns’ 
meeting of. the Company 
approved sneb rights issue on 
Much 6* 1998.. 
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Uaf .lS;t99 & ' 


@ CS Rest Boston Gstour 

CS First Boston 

Finan ce, B.V. 
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floating rate notes 2003 * 


ZGMoy 1998 to 2? November 
1938 (he notes wiU cony on ' 
interest rale oI5R7S%per. - 
annum, interest payable on 

27NooemberI996mB 
amount to US$30 J9 per 
USS L0O0 note and ■ 
USS301S1 per 1&SJO.OOO , 
noteandlSS3.0!9J0per • ■ 
US5m,000note. ■ T ; - 

Agent Morgan Guaranty . 
TrusrCompany 
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Good times continue to roll for computer companies 

But supply could start to exceed demand at the start of the new millennium and growth slip, writes Christopher Price 


S ome computing services 
groups may look hugely 
overvalued hut analysts 
are agreed that the market 
will continue to boom for at 
least the next three years 
and support the premium 
- ratings many companies in 
the sector trade on. 

•Hie latest study. The 1998 
Holway Report, says the UK 
and European computer soft' 
ware and services sector is 
being buoyed by strong 
demand from corporate cus- 
tomers seeking to use tech- 
nology to become more com- 
petitive. 

Growth is also driven by 
one-off factors such as the 
so-called millennium bomb - 
where older computer 
systems may not recognise 
dates after 1999 and malfunc- 
tion - and the introduction 
of the European single cur- 
rency. 

However, the report - the 
most comprehensive study 
of the UK computing ser- 
vices market - sounds a 
note of caution, warning 
that growth will slip back to 
market average levels soon 
after 2000 as the minennhim 
bomb and euro expenditure 
tails off. 

This, it argues, will 
significantly affect the stock 
market valuations of a large 
□umber of computing ser- 
vices companies. IT staff 
agencies in particular 
will be hit “very badly when 
supply exceeds demand in 


the early part of the new 
mfflennium". 

The report also urges pri- 
vate software and computer 
service companies to act 
quickly and embark - on 
either a trade sale or flota- 
tion to take advantage of the 
exotic rating the market is 
enjoying. 

Hoi way’s report - cover- 
ing 3^00 companies includ- 
ing privately-held businesses 
and foreign subsidiaries - 
says 1997 was the first year 
that the number of outward . 
acquisitions outnumbered 
purchases of UK companies 
by overseas predators. 

Rising profits, not to men- 
tion soaring share prices, 
saw UK computing services 
com panies going on a spend- 
ing spree - with Delphi, Log- 
ics. Misys, Sage «nri Select 
Appointments particularly 
active. 

This trend is set to acceler- 
ate. hi a recent report on the 
sector, Dresdner Klein wort 
Benson forecasts that the 
seven biggest software and 
services companies will 
spend some £7.5bn ($l2bn) 
cm acquisitions over the next 
five years. 

Takeover acti vity will be a 
key factor in the continuing 
growth of the sector, the 
investment bank believes. It 
predicts that the current IT 
sector capitalisation of 
£l&2bn will grow to £2SL5bn 
by the end of 1998 and reach 
£65hn by the end of 2003. In 


this case, its proportion of 
the All-Share Index would 
rise from L3 per cent to 5 
per. cent 

This target assumes aver- 
age organic growth rates of 
between 18 per cent and 19 
per cent - almost twice the 
market average - up to 2003. 

Holway describes 1997 as a 
“vintage year”. Pre-tax prof- 
its, for example, rose by an 
average 37 per cent, against 
28 per cent previously, while 
earnings per share among 
listed companies increased 
by an average 51 pm* rent 

J n addition, the UK was the 
fastest growing market in 
Europe. This helped it 
overtake France as toe sec- 
ond largest software and ser- 
vices market in the region, 
and at currott growth rates; 
Holway says it will overtake 
Germany soon after 2000. 

In spite of this, no UK 
companies feature in the list 
of Europe’s biggest comput- 
ing services groups. 

Cap Gemini of France and 
Germany's SAP head a list 
of six European groups In 
the world’s 20 largest, winch 
is dominated by US groups. 

The report also notes that 
revenues from outside the 
UK rose 42 per cent to 
£5.1bn,with growth in conti- 
nental European reaching 50 
per cent 

The worst performing sec- 
tor was hardware mainte- 
nance. where revenues 


Computing services: three more years of boom 

Revenues from U'< marks* (£bn) 



declined 5 per cent, a similar 
fall being recorded among 
systems and operating soft- 
ware companies. 

I T staff agencies were the 
strongest performers, with 
revenues jumping 56 per 
cent including organic 
growth of 85 per cent. 
Elsewhere, revenues from 
internet-related activities 
rose six-fold to £300m, 


RMC builders’ merchant 
could fetch over £100m 


By Jonathan Guthrie 

RMC Group, the building 
materials company, is 
believed to have put its 
builders' merchant. Hail & 
Co., up for sale. 

Analysts, predicting a 
round of consolidation in the 
increasingly competitive 
market, say the underper- 
forming subsidiary could 
fetch just over £lOOm 
(S167m). 

There is expected to be 
keen interest from other 
builders’ merchants, includ- 
ing Travis Perkins. Graham 
Group, Wolseley and Meyer. 

KMC would not comment 
directly on the disposal In 
response to a question from 
a shareholder at. its annual 
meeting on Friday, Christo- 
pher Hampson, chairman, 
said the group was “working 
hard to improve the perfor- 
mance of Hall & Co, which is 
under review.” 

However some potential 
bidders are understood to 
have already signed confi- 
dentiality agreements giving 
them access to the accounts 


of Hall as a first step 
towards an auction. 

RMC does not disclose sep- 
arate figures for Hall, which 
are instead consolidated 
. with those of .several other 
businesses. Together the 
operations made trading 
profits af£28.4m an turnover 
of £60&2m in 1997. 

The results include those 
of Great Mills, the DIY 
retailer. In common with 
Hall this business lies out- 
side what analysts see as 
RMCs. core activities in con- 
crete, cement and aggre- 
gates. 

However, the company is 
thought unlikely to dispose 
of Great Mills, which is 
thought to produce respect- 
able profits. 

Hall has 97 branches and 
specialises in relatively low- 
margin "beavyside" building 
products, such as concrete 
blocks and cement Analysts 
estimated its sales at about 
£l80m. They said the subsid- 
iary was unlikely to sell for 
more than 65 per cent of 
turnover, or £H7m. 

The consolidation in build- 


ers merch anting is being 
driven by two factors - 
strong strong competition to 
supply an increasingly fickle 
customer base at the lowest 
price and the need to invest 
heavily in technology. 

To keep demands for price 
cuts in check, buildss’ mer- 
chants are setting up big 
databases recording the 
prices at which each cus- 
tomer last bought any of 
many thousands of products. 

Last autnmn, Meyer , 
bought Harems, the building 1 
merchanting division of Har- 
risons & Crosfield. the con- 
glomerate for £318m. The 
transaction made Meyer, 
which already owned Jew- 
son, the biggest building 
merchant in the UK. 

. Apart from Hall, there are ! 
few large builders' mer- 
chants for acquirers to buy, 
although Graham Group has 
been tipped as a takeover 
candidate. The bulk of the 
consolidation is likely to 
consist of small, local build- 
ers’ merchants being bought 
piecemeal by national opera- 
tors. 


HSBC to 
promote 
unit trust 

By James Hadtisteft 

HSBC Securities win today 
become toe first stockbroker 
to promote a unit trust to 
clients. 

The move Is the first sign 
that brokers may become 
involved In launching 
open-ended investment com- 
panies (oeics), toe successors 
to unit trusts, which incor- 
porate elements of the 
investment trust framework. 

Usually unit trusts are 
Tmmnhpd and mar keted by 
the fond management com- 
pany that runs them. 

HSBC Securities is promo- 
ting Close Fund Manage- 
ment’s European Escalator 
fund, the latest in Close’s 
line of “protected" funds 
that use derivatives to 
reduce toe risk of a fall in 
value. Close FM is part of 
toe London^based merchant 
bank Close Brothers. 

Steven Keeling, head of 
HSBC Securities’ retail sales, 
said: “We are not promoting 
the unit trust industry but a 
product that we think is 
very good.” 


PDFM acts to improve performance 


By Jane M arti nson, 

Inv e stme nt Correspondent 

PDFM. the UK’s second 
largest pension fund man- 
ager, has made changes to 
its investment practice to 
improve its poor perfor- 
mance. 

The moves are designed to 
show, that the fund manager 
is open to new ideas without 
moving from its core “value" 
philosophy which Invests, 
for example, in companies 
aiming improve returns 
through restructuring. They 
come as other large UK fund 
managers are reorganising 
the way they manage their 


funds in toe face of an 
increasingly disillusioned 
client base. PDFM, which is 
owned by UBS, the Swiss 
banking group, has under- 
performed its peers and the 
JTSE 100 index in toe past 
three years mainly because 
of a bearish view of equities 
In a sustained bull market 
In the quarter to March 
this year, PDFM’s £1.2bn 
pooled fund, which manages 
pension foods on behalf erf 
several clients, returned 9.1 
per cent, against an average 
of l &3 par cent for the 66 
funds ranked by Caps, a per- 
formance i neas i com- 

pany. Thisput PDFM fourth 


from bottom of toe 66 foods. 

As part of the changes. The 
company has mad a it harder 
for its fund managers to sell 
a share without detailed 
research. Paul Yates, head cf 
marketing, said full analysis 
was undertaken before a 
share was bright, and this 
would now be done also 
when it was considered for 
sale. This normally hap- 
pened when its . price 
increased to PDFM’s 
no tional “ fair value” for toe 
share. 

PDFM, which has recently 
reverted to Phillips and 
Drew, its pre-acquisition 
name, has also reviewed toe 
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methods it uses to value 
shares, for example the eco- 
nomic value added tech- 
nique. Mr Yates said toe 
group was “more 
open-minded about looking 
at alternative arrange- 
ments”. However, he 
stressed that it was “still 
dogmatic about principles”, 
and would continue to pur- 
sue its value philosophy. 

Mercury Asset Manage- 
ment, the UK’s largest pen- 
sion Fund manager, intro- 
duced ' investment 
restrictions for the fund 
managers who work for its 
largest clients. 


ToThe Holders Of 

Barca Central 
de Costa Rica 

US$86,611,115 
Series A 

Merest Rates Bonds 
One May 21,2805 
US$76,435,529 
Series B 

Merest dates Bonds 

Dm May 21, 2005 

NOTICE IS HERE- 
BY GIVEN that the 
rate of interest from 


per annum. Interest 
coupons pay-able on 
August 21, 1998 will 
amount to $318.96 per 
$100,000 nominal face 
amount on the Series 
A Claims and $352.42 
per $100,000 nominal 
lace amount on the 
Series B Claims. 

♦ First Trust of 
New York, KJL 

as fiscal Agent 
Dated: May 19, 1998 
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with Holway forecasting 
growth to more than £2L5hn 
by 2001. 

EDS of the US remained 
the largest supplier to the 
UK market, achieving reve- 
nues of more than £lbn for 
the first time last year. Brit- 
ish Telecommunications’ 
Syntegra was the highest 
placed UK -owned company 
filth), followed by Logics. 

There was a 22 per cent 


increase to almost 250,000 in 
the number of staff 
employed by the 2.500 com- 
panies. However, Holway 
found average staff costs 
unchanged, in spite of 
reports of wage inflation 
among some IT specialists 
and skill shortages. 

The 199S Holway Report. 
0I2S2 781545. £2,150. 
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Thames Water 


Thames Water’s international operations have been fairly 
trouble-free recently, unlike rivals such as United Utilities 
which got stuck down a Bangkok sewer. But now it seems 
that the plug could be pulled on one of its own projects: a 
25-year concession to manage pan of Jakarta’s water supply. 
Could this blow a hole in the company's international port- 
folio? 

Unlikely. The company has gone for the lower-risk end of 
international expansion. It bids for concessions to manage 
water systems. This exposes it to far less revenue risk thnn 
more ambitious “build-operaie- transfer - projects. 

Still, questions need to be asked or the company’s political 
antennae It began operating in Indonesia just four months 
ago. when the country’s volatility was obvious. 

Like all water companies. Thames needs to increase its 
non-regulated business as a protection against lough regula- 
tion of the core business. International expansion still offers 
the best route for Thames. To muscle into alternative 
sources of non-regulated earnings now, such as waste man- 
agement. would be expensive. But if Thames is to pursue 
more emerging market opportunities, it may need to show 
greater political sophistication. 

Electricity pool 

It was not quite turkeys voting for Christmas, but it was 
still odd to hear the generator. PowerGen. push for a reform 
of the electricity pool last week. 

After all. it and National Power benefit from the status 
quo. As swing producers, they set the price of electricity in 
the pool, toe clearing house between suppliers and users. 
What this price should be is the subject of lively debate. 
Many argue that it is still too high, and is more than the 
price a new entrant would need to justify building a plant. 
The pool system needs reform. 

PowerGen supports one important innovation: demand- 
side bidding. At the moment, the pool price does not reflect 
bids from consumers to take electricity at a certain time and 
a certain price. Matching bids from suppliers with the users' 
offer would mean more transparent prices. But if the govern- 
ment pushes ahead with its moratorium on gas-fired power 
stations, reform of toe pool pricing system will be under- 
mined. Giving users influence over the price of electricity is 
an empty gesture if competition among suppliers is 
restricted at the same time. 


Glynwed to make £100m sale 


By Robert Wright 


Glynwed, the Bir mingham - 
' based engineering company 
famous for Aga and Rayburn 
cookers, has agreed to sell 
its metals distribution busi- 
i ness far £10Qm ($l67m). 

The sale to Kingston Met- 
als, a subsidiary of Henley 
Management Company, a 
privately-owned US group, 
farms part of Glynwed's 
strategy of focusing on its 
two core businesses. These 
are its consumer and food 
service products division, 
which makes Agas, and its 
pipe systems business, 
which makes specialist gas 


and water pipes. 

The operations sold dis- 
tribute stainless steel and 
aluminium under the names 
Aalco, Cashmore's and 
Amari in the UK and also 
trade in Germany, the 
Netherlands. Spain and the 
Irish Republic. 

Glynwed had been keen to 
dispose of the metals distri- 
bution business because it 
was so heavily affected by 
price fluctuations. In the 
year to December 27 1997, it 
made operating profit^ of 
£10. lm on £2tS8m turnover. 
The price is based on net 
assets of £6Qm plus goodwill 
of £40m. with the price 


adjusted according to 
changes in the level of net 
assets. 

Tony Wilson. Glynwed 
chief executive, said that 
when the distribution busi- 
ness was bought 10 years 
ago it was expected to fit in 
with the metals processing 
division. 

However, the two divisions 
dealt in different metals. 
Macready's and Hub Tubes, 
two distribution businesses 
closely associated with the 
processing division, were 
being retained, as were two 
plastic sheet and rod distrib- 
utors, Amari Plastics in the 
UK and Port Plastics in the 


US. 

The sale was at the top 
end of analysts' £S0m-£100m 
forecasts far the transaction. 
Glynwed has said it also 
intends to sell the metals 
processing division, but Mr 
Wilson was unwilling to be 
drawn yesterday on the state 
of negotiations on that dis- 
posal. 

He said a return of cash to 
shareholders after the sale 
was one option, but the com- 
pany was more interested in 
making acquisitions. 

Kingston was committed 
to developing the distribu- 
tion business, Mr Wilson 
said. 


ALTE LEIPZIGER 


J.P. Morgan Securities Ltd. has placed 
5,788,620 shares of 


BHF-BANK AG 


at DM 75 per share representing a transaction value of 
DM 434 million on behalf of 


Alte Leipziger 

Lebensversicherungsgesellschaft a.G. 


JPMorgan 
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BUSINESS AND THE LAW 


LEGAL SERVICES CROSS-BORDER LINKS 


Forging alliances with 
German companies 


City of London law firms are considering carving 
a presence across Europe, writes Robert Rice 



I The battle for the German 
legal services market is 
I hotting up. Last week's 
announcement by S.J. Berwin & 
Co. the City of London law firm, 
that it is forming an exclusive 
link with Knopf Tulloch & Part- 
ner. the specialist German pri- 
vate equity adviser, came soon 
after the announcement by 
Freshfields. the UK international 
law firm, or a link with Ger- 
many's Deringer Tessin Herrm- 
ann & Sedemund. 

The announcements were made 
against the background of the 
continuing talks between Link- 
laters. the UK international law 
firm, with OppenhofT & Rddler 
and other members of the Alli- 
ance of European Lawyers. 

Clifford Chance, the UK's larg- 
est international law firm, has 
appointed its 500th lawyer in con- 
tinental Europe - appropriately 
enough in Frankfurt - and plans 
to double in size within two 
years. Peter Cornell, the Madrid- 
based joint mana ging partner of 
Clifford Chance in Europe said in 
March that the firm had slewed 
controlled organic growth as the 
best way forward, but these days 
**00 one can exclude the option of 
a big international merger of top 
law firms". 

The UK's As hurst Morris Crisp 
has recently opened an office in 
Frankfurt- Arthur Andersen, the 
accountant, is said to have held 
talks with Germany's POnder 
Group. 

Shearman & Sterling, the US 
international law firm, has held 
talks with Germany's Bruckhaus 
Westrirk Heller LOber, as have 
Gide Lovrette Nouel and LoefT 
Claeys Verbeke. the French and 
Dutch/Belgian members of an 
alliance with the UK's Allen & 
Overy. The Allen & Overy/Gide/ 
LoefT alliance has also held talks 
with the POnder Group. 

Until recently none of this 
would have been possible. Ten 
years ago German law firms were 
not permitted to practise in more 
than one city and they could not 
have more than 20 partners. 
When the profession was deregu- 
lated at the end of the 1980s the 
market began to re-align and a 
spate of domestic law firm merg- 


ers followed as they sought criti- 
cal mass to do the larger deals 
and put themselves on a more 
equal footing with the much 
larger UK and US firms. 

According to Anthony Tulloch 
of Knopf Tulloch. in the early 
1990s most German firms were 
reluctant to link with the 
Anglo-American firms, mainly 
because of the size issue. “The 
purpose of a lot of the domestic 
mergers was to gain size so as to 
be able to look the UK firms in 

the eye and merge as equals." 

Jonathan Blake, head of pri- 
vate equity at S.J. Berwin. says 
that in the provision of legal ser- 
vices to the global financial mar- 
kets. the primary Dows of legal 
work are from the US outwards 
and from the UK outwards. 

For German law firms, there- 
fore. the main question is 
whether it is better to be inde- 
pendent and work with lots of 
UK and US firms or whether they 
would be better-off with a real 
involvement in the US or UK 
market place through a link with 
a US or UK firm. 

“It's a brave move to link if 


Ten years ago 
German law firms 
were not permitted 
to practise in more 
than one city 


you've got good relations with 
lots of UK and US firms." he 
says. 

The Allian ce of European Law- 
yers provides a good example of 
how things have changed, he 
adds. When the firms from Ger- 
many. France. Spain. Belgium, 
the Netherlands and Sweden set 
up the Alliance they were deter- 
mined not to have a UK member 
for fear of it swamping the oth- 
ers. Now they feel the need for a 
link with the UK market hence 
the talks with Linklaters. 

David Harrel. S.J. Berwin's 
senior partner, says the biggest 
single force for change in the 


European legal services market is 
that law firms In the European 
Union, and in Germany and Italy 
in particular, have decided they 
should not be afraid of the Lon- 
don law firms and that an alli- 
ance is a good way forward. 

“Every single City law firm is 
talking about trying to create an 
alliance or presence across 
Europe and the European market 
is more receptive to this than it 
ever was before." he says. 

But there is another reason 
why in Germany in particular 
there is a more general move to 
link with the Anglo-American 
firms. 

In the corporate world, transac- 
tions involving international 
money, both domestic and cross- 
border. are increasingly done on 
Anglo-American models using 
Anglo-American documentation. 
The German law firms are miss- 
ing out on these deals because 
they lack si gnifican t US and UK 
law capability. 

The merger between carmakers 
Daimler-Benz and Chrysler pro- 
vides a good illustration of the 
problems the German Law firms 
face. Although the merged com- 
pany was to be structured essen- 
tially as a German undertaking 
and created under German law. 
Daimler chose Shearman & Ster- 
ling. the US international law 
firm, to do the deal. 

According to Edward Burke, 
director of communications at 
Shearman &. Sterling, there were 
two notable aspects about the 
deal. “The first was that the 
transaction was unusually law- 
yer-driven. German law hadn't 
anticipated a cross-border deal of 
this magnitude, so we had to 
invent a legal structure. The sec- 
ond was that we had German 
lawyers doing German law for a 
German company within a US 
law firm." 

The only German firm with a 
real role in the transaction was 
Bruckhaus. Some commentators 
believe Bruckhaus. which values 
its independence hi g hl y . Is the 
only German firm really capable 
of heading a pan-European law 
firm of its own making. 

European Counsel magazine 
suggested recently that Bruck- 
haus could da worse thgn to get 
together with Ashurst Morris 
Crisp of the UK and the 



Dutch/Belgian /French combine. 
Stibbe Slmont Monahan DuhoL 

The importance of English 
models, English law and UK and 
US investment to the private 
equity market in Germany also 
lies behind the S.J. Berwin/Knopf 
Tulloch alliance. 

In 1996 Germany was the most 
active continental European mar - 
ket for management buy-outs, 
with a total transaction value of 
£1.2bn ($2bn>. although the value 
of buy-outs was much smaller in 
relation to gross domestic prod- 
uct in Germany at about 0.1 per 
cent than it was in the UK fLO 
per cent), the Netherlands (0.3 
per cent) and Switzerland (0.4 per 
cent). S.J. Berwin says this sug- 
gests potential for the buy-out 
market to grow in Germany. 

The historical reason for the 
low level of buy-out activity in 
Germany is the strong traditional 
links between banks and compa- 
nies which meant there was little 
perceived need for external 
equity finance, while the success 
of the traditional structure of the 
German economy up to the early 
1990s meant there was relatively 
little pressure for companies to 
restructure. 

Although these relationships 
have been eroded in recent years, 
partly because of the opportuni- 
ties provided by financ ial globali- 


sation, S.J. Berwin says it is 
likely to remain strong for many 
years, so it is unlikely that man- 
agement buy-outs in Germany 
will rise quickly to the levels 
seen in the UK. 

That said, divestment from 
local parents provides an impor- 
tant potential source of MBO 
opportunities in Germany. There 
are about 700,000. family-owned 
Mittelstand (small to medium- 
sized) companies, set up after the 
second world war, that now face 
succession problems and which 
will be looking for new owners 
over the next 10 years. 

In addition, some German 
groups, such as Daimler-Benz 
and Siemens, the telecommunica- 
tions and electronics group, have 
sold los8 : making divisions to 
focus on core businesses. This 
trend is likely to continue. 

Mr Tulloch says there is a 
“wall of money" outside Ger- 
many looking to invest US pen- 
sion funds have vast sums to put 
Into EU private equity and the' 
most natural avenue for invest;. 
Ing in the EU is through UK ven- 
ture capitalists, all of which have 
recently established subsidiaries 
in Germany and France, he says. 

The competition among law 
firms active in the German pri- 
vate equity market looks set to 
intensify. 


Clarification on 
child allowance 



European 

court 


A child-raising allowance 
automatically granted to persons 
fulfilling certain objective crite- 
ria, without any individual or dis- 
cretionary assessment, and 
which is intended to meet famil y 
expenses constitutes both a fam- 
ily benefit and a social advantage 
for the purposes of European law, 
the European Court has ruled. 
Furthermore, a European Union 
member state is precluded from 
requiring nationals of other 
member states to produce a for- 
mal residence permit for the 
grant of such a benefit when its 
own nationals are only required 
to be resident in that member 
state. 

For more than 30 years Marla 
Marti nng s»ia lived in Germany 
where she undertook a number of 
jobs at various intervals. She had 
been in receipt of social assis- 
tance since 1969. Until 1984 she 
obtained residence permits with- 
out interruption. Thereafter, she 
-only obtained documents certify- 
ing: that an extension to her resi- 
dence permit had been applied 
for. A residence permit was 
issued to her in April 1994 and 
was later subject to extension. 

hi January 1993, when she did 
not possess a residence permit, 
she applied for a child-raising 
allowance. Her application was 
rejected on the grounds that she 
did not have German nationality, 
a residence entitlement or resi- 
dence permit 

In her appeal to the Higher 
Social Court of Bavaria, the court 
took the view that resolution of 
the matter depended on the inter- 
pretation of certain provisions of 
European law and thus referred 
the matter to the European Court 
of Justice. 

First it wanted to know 
whether the child-raising allow- 
ance constituted a family benefit 
or social advantage granted to 
workers or their families under 
European law. Second, the court 
asked whether an EU national 
residing in another EU country 
where he or she is employed and 
subsequently receives social 
assistance has the status, of a 
worker. Finally, it was asked 
whether European law predudes 
a member state from requiring 


nationals of other member states 
to produce a formal residence 
permit in order to receive a child- 
raising allowance. 

As to the first question, the 
court noted that it had held in a 
previous Judgment that the child- 
raising allowance in question 
amounted to a family benefit 
There was no reason to recon- 
sider this earlier judgment. It 
aTon constituted a social advan- 
tage since it was granted to work- 
ers generally because of their 
objective status a$ workers or by 
virtue of the mere fact of their 

residence in the country. Its 

exte ns ion to migrant EU national 
workers was also likely to facili- 
tate their mobility within the EU. 

As to the second question, the 
court made a number of general 
observations as the referring 
court had not given sufficient 
details for there to be a definitive 
ruling on Mrs Martinez Sala’s 
status as a worker. The court 
held that a worker was a person 
who, for a certain period of time, 
performed services for and under 
the direction of another person In 
return for remuneration. Once 
the employment relationship 
ceased, the person lost the status 
of worker but that status could 
continue to produce certain 
effects thereafter. Persons genu- 
inely seeking work also could be 
considered as workers. 

In reply to the third question, 
the court observed that for 
nationals of other member states, 

■ possession of a residence permit - 
was constitutive of the right to 
the child-raising allowance. 

Since German nationals were 
not required to produce docu- 
ments of that fciriff to establish 
their entitlement to the benefit, 
this amounted to unequal treat- 
ment and disc riminatio n prohib- 
ited by the EC Treaty. In addi- 
tion, under the Maastricht treaty 
all nationals of EU members 
states were granted citizenship of 
the EU. This included the right 
not to suffer discrimination on 
the grounds of nationality wi thin 
the personal scope of application 
of the EC Treaty. Such was the 
case where a member state 
delayed or refused to grant a ben- 
efit to persons lawfully resident 
on its territory. 

Case Cy 85196 Maria Martinez 
Sctla v Freistaat Bayern, judg- 
ment of 12 May 1398, (ECJ (FC) 

BRICK COURT CHAMBERS, 
BRUSSELS 



++ Hapag-Lloyd integrated + ■»• atop ++ 



Preussag larod well in Ute first she 
months of 1997/98. Group turnover 
increased to DM12.3 billion. Profit 
before tax was DM635 million. This 
included an extraordinary profit of 
DM320 million from the sale of the 
steel activities. Group profit after tax 
reached DM402 million following 
DM159 million last year. 

Capital expenditure reached DM 
417 million, concentrating mainly an 
expansion of the growth areas. For 
tho acquisition of Hapag- Lloyd DM2.8 
billion were paid. Selling off the steel 
activities brought in DM1.06 billion. 


Preussag 
in Figures 

1st Half Year 

1997/98 

1 st Half Year 
1996/97 

Change 
in % 

Group Turnover 

DM mill. 

12.344 

11,812 

+ 4.5 

Group profit after tax 

DM mill. 

402 

159 

+ 152.8 

Capital expenditure 

DM mill. 

417 

413 

+ 1.0 

Personnel 

31.3. 

55.251 

64.842 

- 14.8 


As of 31st Match 1998, Preussag 
had 55,251 employees. The decline of 
about 1 5% is due to changes in the 
group structure. 

Under continuing favourable eco- 
nomic conditions and due to the 


earnings power of the growth areas 
and the new activities in logistics and 
tourism, we expect that the positive 
trend in profits on ordinary business 
will continue in the second half of 

the financial year, 


o-moU: investor. refattons®p rmussag. da wab site: httpjfwww. preussag. do 
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PEOPLE ON THE MOVE 


O’Reilly moves 
from Lihir 
Gold to 
Rio Tinto 

Rio Tinto, the world’s biggest 
mining group, has appointed 
John O’Reilly, 53. chief 
executive (gold and other 
minerals). As chief executive 
of Lihir Gold, the company 
part owned by Rio, he has 
been responsible for 
the development and 
commissioning of the LRiir 
gold mine in Papua New 
Guinea. 

He joined Rio as a technical 
consultant in the UK in 1987 
after working for several 
mining companies in Africa 
and the Middle East 

At the London headquarters 
of the Anglo-Australian group 
he win join Andrew 
Vickerman, another of the 
main drivers of the Lihir 
project in the early days as It 
secured funding and started 
production. Lihir is one of the 
world's biggest gold mines, 
scheduled to produce 625,000 
troy ounces of gold this year. 
Vickerman moved in October 
to become Rio's head of 
external affairs. 

O'Reilly, who is British, 
replaces John Corner, an 
Australian who is retiring after 
38 years with Rio and a 
career that started in 1960 at 
the Broken HiU mines in 
AustraBa. . 

Michael Merton, 47, who 
joined the Lihir Gold 
management team in January, 
will take over as managing 
director of LRiir Management 
Company, based in PNG, 
effectively replacing O'Reilly. 
He previously held a number 
of senior financial and 
commercial positions at Rio, 
most recently as chief 
financial officer of foe US 
Borax subsidiary in foe States. 
Kenneth Gooding 

Doucet to head 
energy council 

Gerald Doucet; president and 
chief executive of the 
Canadian Gas Association, 
foe voice of foe Canadian 
natural gas industry, has been 
appointed secretary general of 
foe World Energy Council He 
succeeds the late Ian Lindsay. 

The World Energy Council, 
founded in 1923, is a 
non-go vem mental 

* 


multi-enorgy organisation, . 
spanning solar power to coal, 
with member committees in 
91 countries reflecting a wide 
range of views with in the 
energy sector on issues such 
as climate change. 

The council produces , 
Influential reports about the 
industry and every three years 
holds a congress. The 
council's next congress is 
scheduled to take place in 
September In Houston, Texas. 

Doucet, 54. had a career in 
public service and economic 
affairs in Canada 
and overseas before he 
Joined the Canadian Gas 
CcunciL 

He has also represented the 
province of Ontario in Pais as 
agent general 
Use wood 

Gampei joins 
card company 

American Express is preparing 
to extend its corporate 
purchasing card, one of the 
fastest-growing areas of 
financial services, into Europe 
after recruiting a new 
vice-president to head the 
operation. 

Laurent Gampei, 36, has 
just joined from Informix, 
where he led development of 
the software company’s smart 
card division. 

Corporate purchasing cards, 
similar to debit cards, are 
used for smalt-value 

purchases and can cut 

overheads by as much as 80 
percent, according to 
American Express. They have 
been growing rapidly in the 
UK since Visa pioneered its 
system In 1994, but American 
Express, by focusing on large 
blue-chip cqmpaniesjauch.as . 

Boots and the Post Office, 
says it has a third of foe 
£500m turnover. However, It 
suffered a blow last year when 
a Visa consortium was given 
exclusive rights to offer cards 
to government departments. 

Gampei, a Frenchman, will 
spearhead American 
Express’s drive Into Europe. 

His first task is to persuade 
European tax auftortttes to , . 
accept card statements 
instead of VAT receipts, as 
the inland Revenue does ft 
toe UK. 

*jWe] are in a unique 
position to offer a fully VAT 
capable system that is 
consistent throughout 
Europe," Gampei said. 

James Mackintosh 




Fordham joins 
William Blair 


John Fontoam has left 
Alex Brown, foe US 
investment bank, for William 
Blair & Co in a move that may 
show history repeating itself. 

Alex Brown turned to 
Fordham, 49, in 1 993 when it 
wanted to build a European 
corporate advisory business. 
Five years later, William Blair 
& Co, a Chicago company 
with simDar ambitions, has 
decided he is the man to lead 
its European corporate finance 
team based in London. 

The goal of each bank was 
to build corporate advisory 
businesses on foe back of a 
London-based US equities 
operations- But the 
Alex Brown that Fordham 
joined was transformed in 
1997 when it was taken over 
by Bankers Trust ft changed 
again this year when British 
Tdecommunications bought 
NatWest Securities. Where 
less than a year previously, 
Fordham had 24 London 
cofleagues. now ha had 4,500. 

WUSam Blair's decision to 
expand in Europe was 
prompted In part by foe 
takeovers last year of a whole 
tier of independent US banks. 
Like the old Alex Brown, 
Fordham’s new employer is 
aiming for middle market 
clients, buHdlng on its 
expertise in certain sectors, 
including medical technology, 
business services and . . 
computer software, 
wmfam Blair, founded in 

1935, is owned by its 
employees. Last year It 
advised on 26 completed 
deals worth S3bn (£1.7bn) and 
raised another £3brj for clterjts_ 
through managed 
underwritings. 

Before joining Alex Brown, 
F or d ha m was co-head of 
corporate finance at Uoyds 
Merchant Bank and head of 
mergers and acquisitions at 
HBf Samuel; 
day Haris 


Olds marks a 
first for DBS 

Development Bank of 
Singapore, which is finked to 
the Singapore government, 
has appointed a foreigner as 
deputy chairman and chief 
executive officer,. as well as to 
foe DBS board of directors. 

John Okte. formerly of J.P. 

< 


Morgan, becomes the first 
Westerner to head one of the 
city state's main 
government-linked companies. 
Analysts interpreted the 
appointment as further proof 
of foe government’s resolve to 
liberalise its financial 
sector. 

Olds could put a western 
face to Singapore banking by 
increasing, for example, DBS' 
transparency and interactions 
with the media, analysts said. 
This would help prepare the 
institution to assume a 
regional, and then global, 
presence. And ft could lead 
other Singapore banks to do 
the same. 

The 54-year-old was 
managing director of J.P. 
Morgan when he took early 
retirement at the end of last 
year. He spent 25 years 
leading various businesses for 
Morgan Guaranty Trust, the 
bank's chief banking 
subsidiary. 

SheBa McNulty, Singapore 


Moving 

Places 


DRESDNER KLEINWORT 
BENSON has appointed 
Richard Armstrong to Its Hong 
Kong office as regional head 
of research. He joins from 
BZW. Geoffrey Barker Joins 
the office as head of Aslan 
macro research. He joins from 
Schroder Securities (Asa). 

CITIBANK has announced 
-that Fredrick Chapey Jr. has 
joined the company to head 
global derivatives and 
emerging capital market sales 

and trading. Previously, 
Chapey, 38, was head of 
global derivatives and deputy 
head of international capital 
.markets at Chase Manhattan 
Bank. 

• OCEAN GROUP has 
appointed Raymond Dinkin 
chief executive of its 
international supply chain 
management company, 

MSAS. Most recently he was 
managing director of Fort 
James, a paper and 
peckaging group. Ian Smith is 
to become group commercial 
director. Smith built and 
managed a consulting 
business, Monitor. 

ING BARINGS has 
promoted Richard Johnson to 
managing director, head of 
emerging markets 
fixed-income sales, for the 
Americas region. He joined ' 
ING Barings in 1994 from 
Chase Manhattan. 


t. 
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CURRENCIES & MONEY 


Holidays fail to hold back Europe 


EUROPEAN OVERVIEW 

by Jeffrey Brown 

European stock markets put 
aside the temptation to take 
the day off as a result of 
holiday closures in New 
York and London and 
pushed ahead to a fresh 
round of record hi gh* 

Trading volumes were gen- 
erally low. however, and 
part of the upward progress 
was generated by futures- 
driven buying. The dollar, 
which ran close to a seven- 
year high against the yen, 
was also firmly in support. 

Asia provided an unprom- 
ising springboard with most 


regional stock markets mov- 
ing lower, led by Seoul 
where last week's dramatic 
news of a shrinking econ- 
omy - South Korea's first- 
quarter GDP contracted by 
3.8 per cent - continued to 
tax investors' nerves to tbe 
full. 

Bond markets, too, were 
neutral at best and many - 
notably in the Netherlands - 
were broadly negative. And 
in the circumstances, the 
day’s gains for equity mar- 
kets looked a fairly compel- 
ling performance. 

The FTSE Eurotop 300 
index finished 12.81 higher 
an the day at U244-59 while 
the Eorotop ioo index 


showed a slightly faster turn 
of speed, adding 31.97 to 
2353.70, an advance of 1.1 
per cent. 

The Ebloc 100 index, 
which follows companies 
domiciled in founder mem- 
ber countries of European 
monetary union, rose 17.79 
or 1.7 per cent to 1,05137. 

Automobiles led the day's 
performance charts among 
individual sectors with a 
gain of 13 per cent. The dis- 
tribution sector, up L7 per 
cent, was close behind. Life 
insurance gained 1.6 per 
cent 

German motor stocks 
looked to be the driving 
force behind the lead sector 


with Volkswagen up Ecu 
9.90 at Ecu 752.03 and 
Daimler-Benz rising Ecu 2.60 
to Ecu 100.44 as a head of 
steam built up behind the 
latter in advance of tomor- 
row’s annual meeting. 

Construction was the 
backmarker, slipping 1 per 
cent as the only share in the 
sector fell foul of profit- 
taking after a recent strong 
run. Skanflke B fen Ecu 530 
to Ecu 44.45, a decline of 
more than 10 per cert. 

The only other sector to 
put in a negative perfor- 
mance, on what was clearly 
something of a red-letter day 
for the stock market bulls, 
was investment companies. 


Eurotofi 300 Eurobloc 

Index 


FTSE Actuaries Share Indices 
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INTERNATIONAL CAPITAL MARKETS 


Convergence between UK gilt and 
German bund yields on hold 

An array of data makes the outlook hard to predict, write Jeremy Grant and Vincent Boland 

N ot so long ago. it of ammunition for the advo- for December - reflecting year of ran t-inning econom 
seemed that conver- cates or both arguments. the market's view of where sluggishness, could final 
gence between yields Last week, for example, interest rates will be by then inspire the gilts market 


10-yaar hmctonsktxmdyfeMs : - > Sj 

Barcanl' : - . 


N ot so long ago. it 
seemed that conver- 
gence between yields 
on UK government bonds 
(giltsV and German bunds 
was just around the comer. 

The UK was edging closer 
to joining European mone- 
tary union and the spread 
between the 10-year sectors 
of gilts and bunds was set to 
narrow sharply, repeating a 
pattern seen in Italy and 
Spain. 

That scenario sounds over- 
optimistic now. Granted, 
gilts have performed well for 
investors, but they have lev- 
elled off la recent months 
and the spread over bunds is 
still stuck a few points 
either side of 100 basis 
points. 

Also, with a bewildering 
array of signals from tbe 
UK's economic analysts and 
statisticians, the Immediate 
outlook for gilts is hard to 
predict. 

This is mirrored in the 
debate over whether UK 
interest rates have peaked. 
There has been plenty 


of ammunition for the advo- 
cates or both arguments. 

Last week, for example, 
figures showing slower retail 
sales growth were taken as a 
convincing sign that a cool* 
ing off in manufacturing was 
being reflected in the high 
street. 

Manufacturing Is now 
technically in recession, 
according to the latest data. 
That is bad far the economy 

but good for gilts, because it 
supports the view that inter- 
est rates are more likely to 
fall than to rise. 

However, the trend of ris- 
ing wages highlights the 
danger of creeping inflation 
in the labour sector and pos- 
sibly upward pressure on 
Interest rates. 

It is hardly surprising, 
then, that the market has 
been jumpy and that gilts 
have underperformed 
compared with German 
bunds. 

The 10-year spread has 
been above 100 basis points 
os often as below it, while 
the short sterling contract 


Singapore banks 
in ‘solid position 9 


By Jeremy Grant 


Moody's Investors Service 
said yesterday Singapore's 
banks were in "a relatively 
solid position" to handle the 
impact of tbe Asian financial 
crisis but expressed concern 
about increased competition 
and declining profitability 
stemming from the regional 
fell-out. 

Earnings worries 
prompted Moody's in March 
to revise the outlook for the 
six rated banks from stable 
to negative. However. It said 
yesterday: “Due to the 
banks' strong capital and 
reserves, the crisis does not 
present a threat to their sol- 
vency and the impact, if any, 
on the banks' credit stand- 
ing should be minimal.” 


Nevertheless earnings 
were expected to be “well 
below normal" for this year, 
due to the need for loan loss 
provisions, the drag of non- 
performing loans, and 
reduced business opportuni- 
ties. 

The city-state's largest 
bank. Development Bank of 
Singapore, in March 
reported a 35 per cent fall in 
1997 group net profits, 
largely because of a sharp 
Increase in provisions to 
cover possible losses on 
regional lending. 

Moody's said Singapore 
banks were also likely to 
come under increasing pres- 
sure from foreign competi- 
tors on tbetr home turf. . 
prompting them to expand I 
into the region. 


RUSSIAN JOINT 
STOCK COMPANY 
GAZPROM 

Announcement of 
Annual General Meeting 

NOTICE TO 
SHAREHOLDERS 

Notice is hereby given that the Annual 
General Meeting of RAO Gazprom will 
be held on June 26. 199S at the 
Company’s central office, Nametkina ul. 
16. Block CD. Moscow at 10 am (local 
time). 

The AGM ha-s been convened for the 
puiposc of approving the 1997 financial 
results. 

To register attendance contact: 
Registration Commission 
RAO Gazprom 
Nametkina ul. 16 
Block CD 
Moscow 

Telephone (095) 719 39 63 

This office will be open for registration 
10 am (local time). May 26, 1998. 

Moscow, May 26, 1998 
The Board of Directors 
RAO Gazprom 
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for December - reflecting 
the market's view of where 
interest rates will be by then 
- was pricing in a rate of 13 
per cent Rates today stand 
at 7.25 per cent 
Some analysts argue that 
seasonal factors and Budget 
items have conspired to 
skew some recent economic 
data, while there is a grow- 
ing view that the market 
was premature in looking for 
a cut in interest rates. 

S teven Andrew, gilt strat- 
egist at Merrill Lynch, 
says Investors are 
increasingly buying into the 
view that rates have reached 
a plateau and are less wor- 
ried about when they will 
fall. 

“Despite tbe fact that we 
bad a bad week [last week) 
for data, there is more real- 
ism that 7.25 per cent is 
probably the peak. That’s a 
more sensible approach than 
asking when the first cut 
might be coming." be says. 

That, coupled with signs 
in the second half of this 


year of continuing economic 
sluggishness, could finally 
inspire the gilts market 

"The economy is neither 
heading off a cliff nor going 
like a train, so that is favour- 
able for gilts," Mr Andrew 
says. 

There are other supportive 
factors. One is the growing 
scarcity of gilts. Last week's 
auction of £3bn of 10-year 
bonds may be the last for 
some time because of the 
health of government 
finances. Also, apart from 
Greek bonds, gilts currently 
yield more than any other 
European bond market. 

Tbe question is when 
these factors will start to 
give the market sounder 
bearings, and when UK bond 
yields will start to converge 
with their European counter- 
parts. 

The standard assumption 
is that the UK will join Emu 
in 2002, by which time there 
should be total convergence 
between the yield curves of 
gilts and euro-denominated 
government bonds. 
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Any interest rate cut In 
the UK in the next six 
"urn***" - coupled with a rise 
in German rates, which are 
headed higher because of 
euro-zone convergence prior 
to the currency’s laanch 
next year - would confirm 
that the two markets are on 
course for convergence. 

That would help to bring 
down the spread between 
gilts and bunds later this 
year, and suggests that gilts 
would outperform other 
European government bond 
markets. 

P hyllis Reed, interna- 
tional bond strategist at 
Barclays Capital, says 
gilts should offer investors a 
win-win scenario. 

“You’re going to do well 
with gilts as a convergence 


bet, because with the 
current spreads over Ger- 
man bunds convergence has 
not been priced in." she 
says. 

"Alternatively, if Emu 
goes belly-up, you Ye going 
to do well in gilts' as a safe 

haven." 

Meanwhile, the best 
returns in the UK could be 
at the short end of the yield 
curve as investors start to 
focus on a future rale cut. 

But the question is one of 
tuning. Until they can be 
absolutely sure UK rates are 
not headed higher, investors 
are unlikely to be emphatic 
in their support for gilts. 

It will probably take a puff 
of white smoke from the 
Rank of En gland - pointing 
tbe way for rates - for that 
to change. 


Strong demand lifts JGB prices 


GOVERNMEWr BONDS 
py Jeremy Grant 

European bond markets 
drifted aimlessly yesterday 
as holidays in the US and 
the UK stifled trade, 
although records were bro- 
ken in Japan as strong 
demand lifted prices ahead 
of a bond auction today. 

Public funds, life assurers, 
city banks and regional 
investors rushed for JAPA- 
NESE GOVERNMENT 
BONDS in a burst of buying, 
sparked in part by rumours 
of a planned abolition of 
withholding tax on income 
from Japanese securities 
owned by non-residents, said 
traders. 

The key No 182 10-year 
JGB yield was at 1.215 per 
cent in late trade, after hit- 
ting a record low of 1.210 per 


cent earlier. The coupon on 
today's auction of 10-year 
JGBs was expected to be set 
at a record low. 

In Germany, the release of 
inflation data In two states 
failed to spark much interest 
In GERMAN BUNDS, with 
investors seeing the figures 
- in line with expectations - 
as further confirmation that 
the Bundesbank was 
unlikely to be bounced into 
any Interest rate rise soon. 

There have been sugges- 
tions that, as part of the 
drive towards interest rate 
convergence, Germany 
might raise rates as early as 
July to bring them in line 
with countries on the higher 
interest rate “periphery" of 
the European monetary 
union - such as Spain and 
Italy. 

However, Stefan Bergh- 
eim, Frankfurt-based econo- 


mist at Merrill Lynch, said: 
“This has increasingly been 
postponed in people's minds 
and the market is looking at 
a change in August. We 
don’t need this to happen 
quickly, rates don't need to 
converge until December." 

The key 10-year bund 
future crept higher, settling 
at 107.48 in volume of 44.500 
contracts traded in Frank- 
furt The contract was stuck 
in a tight range of 107.^ to 
107.49 with little prospect of 
breaking out soon. 

Dominique Barbet, econo- 
mist at Paribas In Paris, said 
the French and German mar- 
kets were likely to remain 
trendless. 

Although the Bundesbank 
is scheduled to meet on 
Thursday, markets were 
expecting no surprises given 
its current stance and were 
more interested in the Euro- 


WORLD BOND PRICES 


pean Central Bank's 
approach to monetary pol- 
icy. “Attention is switching 
away from the Bundesbank 
to the ECB," Mr Barbet said. 

Norbert Walter, Deutsche 
Bank chief economist, expec- 
ted the ECB to set an initial 
Inflation target of 1.5 per 
cent to 2 per cent a year. 

There was some interest 
rate-related activity hi Scan- 
dina vian m arkets, however, 
with SWEDISH BOND yields 
ending lower on comments 
by Urban Backstrom, gover- 
nor of the Rflcsbank (central 
bank), that he did not rule 
out lower interest rates. 

In neighbouring NOR- 
WAY, the krone weakened 
and band yields rose despite 
a rise in interest rates on 
Friday, with some analysts 
suggesting another rise if 
the currency continued to 
fall 


Sori£t£ d la restisement £ capital variable 
Registered Office: 16 Boulevard RoyaL, L-2449 Luxembourg 
R.C. Luxembourg B Number 57 826 

Notice is given dm the 
Animal General Meetmg 

of dnreholdeis of ASIA BOND & CURRENCY FUND (the “Fund") will be 
held ax 16. Boulevard RoyaL Luxembourg, or 16* June 1°98 at 100 poa with 
die rod owing agenda: 

I. Submission and approval of the Management Report of the Board of 
Directors; 

1 Submission and approval of ibe Sammy Auditor's repair; 

3. Submission and approval or the annual accounts for ihe year ending 
3P Febmary IWs: 

4. Allocaiinn of die results: 

5. Dwdunr u> die Auditors and the Directors far die per fo rm an ce of dreir 
duties during the year ending 28“ February 1993: 

6. Sumtery clarions: 

7. Miscellaneous. 

Shareholders arc informed dwi no quorum is required for Ihe meeting. Any 
decisions taken at die meeting must be jqrprowcd by [be majority *we of die 
dares represented al the meeting. 

Shareholders who ore not able to attend this annual general meeting of 
durvtaoUo* are informal dnu they can ad u the meeting by duly c x eaned 
press relumed to the Fund at the blest on die Luxembourg Bank Business Day 
preceding the date of the meeting. 

Luxembourg. 2^ May 
By tbe Board of Directors of 
Asu Band £ Currency Fund 


BENCHMARK GOVERNMENT BONDS 

Rad M W Ore die Wkdig liatii Vtar 

my 75 ore cmpm Mai rm <m ore Ctg re dun 


own 7.000 1018161 4JB 4001 -009 - -108 

1BB7 HUM 1810952 504 - -013 -Q.H -2Jt 

0989 7000 1030700 4.12 -002 -003 - +021 

07917 5025 1040000 OB -001 -ail -003 -001 

DUX) 4000 99.7000 4.18 +003 -002 +002 +4M7 

QM7 8200 mmoo 50t -am -007 - -00a 

owaa aj® 990100 5.14 -002 -tu» +005 *000 

08B7 7050 1112000 507 -001 -009 +Q03 -1.10 

1099 8000 1010000 ABB -003 -007 +022 +071 

11*7 7000 1130780 521 -002 -007 +O0g -120 

01/99 11000 1043520 179 -002 -009 -001 4004 

04/08 7250 1140400 401 -003 -000 4001 -125 


Annual Report 
Panel Service 



June 23 - 26 


4000 9U500 

fl-TW 1110000 
5000 1040500 
0000 1072100 

4.000 1000500 
7000 1140500 
8000 107.7000 
8000 1140500 

8290 1800400 
8009 1183TO 
8000 1072300 
8250 1053500 
8750 111-7500 
7250 1270000 
8400 1108200 
40V 117.7100 
30V 11203V 
30V 113.7700 

70V 104.7500 
5250 10588V 
85V 983041 
8000 10803a 
9080 10208V 
8250 10825V 


80V 1B&3400 
8025 11001V 


7-400 103.5400 
7350 11598V 


11000 1039480 
80V 1207090 


5V0 1053000 
40V 1114700 
80V 982031 

6250 1043047 
7390 1103047 
BOV 1282734 
890008 
7076 1110313 
8125 1E.7813 
6375 1058125 
40V 980100 

50V 1037500 


400 4001 

430 -001 

405 

848 -001 

395 

475 -001 

403 -001 

548 -001 

517 4002 

514 -001 


0137 -003 

095 -004 

137 -004 

2.13 -MB 

407 -005 

490 -001 

700 4004 

859 

470 4007 

552 4007 


422 -001 

509 


422 -003 

5 V -002 


455 +001 

512 -002 


105 +O03 

303 

800 4001 

594 
193 
577 


424 +002 

407 -001 


By Tom Boras w Madrid 

Banco Santander has stolen 
a march on its Spanish bank- 
ing rivals with plans to sec- 
uritise about Pta200bn 
($LSbn) of commercial paper 
next month and sell them 
as bonds to international 
institutions. 

The move is tbe first since 
the government changed the 
law governing which bank 
assets can be securitised, to 
include - all loan portfolio 
assets, not Just mortgages. 

The reform bought Spain 
into line with standard prac- 
tice in the US the UK. It 
also creates a new avenue to 
channel excess savings 
capacity in northern Europe 
towards fester growing econ- 
omies such as Spain's. 

Carlos Garcia, ba nk i n g 
analyst at Central Hispano 
Bo Isa, said yesterday he 
expected the new instrument 
rapidly to be imitated by 
other institutions and to 
alter Spain's financial sector 
by improving the capital effi- 
ciency of domestic bank 
lending. 

Santander has always 
been seen as a pioneer, 
introducing such products as 
: high-interest current 
accounts and investment 
funds. It was also the first to 
securitise mortgages under 
previous guidelines intro- 
duced in 1933. 

Banco Bilbao Vizcaya, 
Santander's arch-rival, said 
it was “extremely inter- 
ested" in the government’s 
initiative and was ready 
to launch a similar 
broadly-based securitisation 
strategy. 

BBV. Spain's largest bank 
in terms of market capitalis- 
ation, coordinated a one-off 
issue of securitised loans 
worth Pta715bn in 1996 to 
cover the debt incurred by 
domestic electricity genera- 
tors that had invested in 
nuclear plants sidelined by a 
government moratorium on 
nuclear energy. 

Mr Garcia estimates that 
the volume of Spanish secur- 
itised assets will rise to 
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Ptall,500bn over the next 
seven years. "That is a con- 
servative estimate and it 
would represent slightly 
more than 10 per cent of 
Spain’s current gross domes- 
tic product," he said. 

Juan Rodriguez Inciaite, 
Santande r's executive man- 
aging director, said the new 
instrument was “tailor-made- 
for a new environment that 

is shaped by a changed 

savings patterns in Spain, by 
Spanish growth rates and by 
tbe onset of the euro”. 

Analysts have expressed 
concern over shrinking 
interest man gi™ In domestic 
happing as customers switch, 
from retail deposits, to 
investment funds. 

This has forced banks to 
tap the capital markets to 
meet an accelerating domes- 
tic credit demand, which is 
reckoned to be growing at 
about 10-12 per cent. This 
growth has intensified com- 
petition among the banks 
and brought down average 
mortgages to 6 per cent, 
among the lowest in Europe. 

Santander manages 
Pta4,000bn in funds, has 
Pta2,000bn in customer 
deposits and placed $8 bn fo 
euronotes last year to meet 
the central bank’s stringent 
capital adequacy ratios. 

“Now we have extraordi- 
nary possibilities because 
tbe euro eliminat es the cur- 
rency risk premium," Mr 
Rodriguez Inclarte said. 
“Spain has a very efficient 
banking system but we 
needed a strong currency 
and to reduce the cost of 
capital. ” 

Santander plans to draw 
European Institutions into a 
new fond consisting of sec- 
uritised assets packaged 
from its loan portfolio. Inves- 
tors win be invited to buy 
into tbe fund through 
short-term bonds rated at 
AiyPl and priced at slightly 
below Libor. 

The fond wfil acquire the 
underlying assets from San- 
tander at a discount, provid- 
ing an additional layer of 
comfort to investors. 
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Dollar tops Y137 


By Retard Adams 


With holidays In the UK and 
US creatine thin trading con- 
ditions. the dollar jumped to 
its highest level against the 
yen for nearly seven years 
yesterday. 

The dollar rose above Y137 
following reports that Robert 
Rubin, the US Treasury Sec- 
retary, was prepared to see 
rates of Y140-Y150 to tbe 
dollar if that was necessary 
to kickstart Japan’s mori- 
bund economy. Tbe dollar 
closed at Y137.1. up from 
Y135.7 on Friday. 

The dollar also headed a 
little higher against the 
D-Mark, as investors took 
profits on the D-Mark’s 
strength against the yen. 
The D-Mark also gained 
against tbe Swedish krona 
after the Swedish central 
bank said it had not ruled 
out an interest rate cut 

With little in the way of 
economic data due to be 
released, international cur- 
rency markets may struggle 
for direction, even with yes- 
terday’s holidays out of the 


In tbe UK. only the release 
of global trade figures for 
March is likely to provide 
any excitement for sterling 

The pound hag been coast- 
ing downhill at a surpris- 
ingly rapid rate since the 
start of April. The currency 
now sits near the DM2.85 
rate predicted by some pot 
so long ago as its end-of-year 
level. 

The fall reflects several 
factors: expectations that UK 
interest rates have peaked, 
along with a weaker US dol- 
lar against the D-Mark and 
suggestions of higher inter- 
est rates in both the euro- 
zone and the US. 

Reports of heavy forward 
selling of sterling, designed 
to hedge sterling exposure 
by Ecu bond-holders, are 
likely to contribute to the 
drift downwards. 

The pound's fall could be 
spurred cm if Friday’s figures 
show another poor perfor- 
mance cm trade. 

Last week’s estimate of 
first-quarter GDP showed 
the trade deficit at a 7V4-year 
high, with imports outweigh- 
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Highs & Lows shown on a 52 week basis WORLD STOCK MARKETS 
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MARKET FOCUS 


HK shares lose 
confidence vote 


STOCK 

Frankfurt and Paris jump to record highs 


Hong Kong's newly-elected 
legislature, returned by vot- 
ers yesterday, did little to 
arrest the growing concerns 
of investors - or the gentle 
but steady decline of the 
stock market. 

A slowing economy, rising 

unemployment and an 

aggressive price war among 
the property developers, 
which dominate the bench- 
mark Hang Seng index, do 
little to inspire confidence. 

In addition, the Asian 
financial crisis continues to 
sap confidence and - more 
wonyingly far Hong Kong - 
a growing number of com- 
mentators are turning nega- 
tive on China's prospects. 

Beijing is targeting growth 
this year at 8 per cent but 
with foreign investment vol- 
umes declining and exports 
threatened by reduced 
spending power In south-east 
Asia, even mainland compa- 
nies are starting to question 
the viability of that forecast. 

The gloom has manifested 
itself in the Hong Kong 
stock market. The Hang 
Seng closed yesterday at 
99449. marginally down on 
the day and -13 per cent 
lower than the peak of 16.S20 
lost August. 

High interest rates con- 
tinue to hurt the property 
sector as well as corporates 
with big borrowing require- 
ments. The cost is com- 
pounded by a credit squeeze: 
foreign banks, particularly 
the Japanese, are withdraw- 
ing from the territory’s loan 
market for various reasons, 
including slim margins. 

This is hampering a num- 
ber of companies. Sino Land, 
one of the more aggressive 
property developers, saw its 
share price plummet 45 per 
cent in a day after it moved 
to quash rumours it had 
missed a loan payment. The 
group has since sold ofT 
developments earmarked for 
the rental market, to help 
boost its cash position. 

Last week Henderson 
Land used a slightly differ- 
ent route to raise cash: it 
sold interests in two proper- 


Bong Kong 
King Seng tadet 



ties for HKS2_2Sbn to chair- 
man Lee Shau-kee. 

On top of the credit con- 
straints, developers have 
been hit by what one stal- 
wart of the sector calls “the 
most intensely fought price 
war since the early 19S0s". 

The gauntlet was laid 
down last week by Cheung 
Kong, controlled by tycoon 
Li Ka-Shlng: it priced Oats in 
a new development at about 
10 per cent lower than the 
market had been expecting. 

Sun Hung Kai Properties 
immediately retaliated by 
cutting 12 per cent off its 
nearby block of flats. Others, 
including Henderson Land 
and Wheelock. jumped on 
the bandwagon. 

Some property chiefs have 
protested about the govern- 
ment’s plans to release 
85,000 flats a year, despite 
property prices now being 
about 35 per cent lower than 
at their peak last July. 

As a result, the sector's 
share prices have been pum- 
melled: even though, accord- 
ing to analysts' calculations, 
they are still managing 
profit margins of 30 per cent. 

Concerns for the property 
market feed through to the 
banks where there ore also 
worries that bad debts this 
year will rise, partly due to 
exposure in Indonesia but' 
also as the economic slow- 
down leads to rising num- 
bers of local bankruptcies. 


EUROPE 

Led mostly by the dollar, 
which came close to hitting 
a seven-year peak against 
the yen. Europe's equity 
markets continued to push 
deeps- Into uncharted tern* 
tory with Frankfort. Paris 
and Amsterdam ail hitting 
record highs. 

PARIS drove up to 4,108.71 
on the CAC 40 Index, a rise 

of 5&S3. With many dealers 

departing early in the 
absence of follow-through 
business from London and 
New York - both closed for 
public holidays - volume 
was thin, but there was no 
shortage of strong corporate 
stories. 

Steel leader Usinor was 
the best performing stock- 
among the leaders, adding 
FFr6.30 or 6.6 per cent to 
FFr102.90 as the European 
Commission launched an 
anti -dumping probe against 
a number of developing 
countries. 


Among second-liners, 
Eurotunnel and Euro Disney 
bounced sharply on talk of 
bumper World Cup business 
as the countdown to the 
June 10 kick-off began in 
earnest Eurotunnel rose 45 
centimes to FFr6.70 and 
Euro Disney FFrl-20 or 128 
per cent to FFr10.60. 

Renault gained FFr9.80 to 
FFrififi after an upbeat press 
interview with Shemaya 
Levy, boss of the motor 
giant’s truck arm. Positive 
comment on the planned flo- 
tation for its Rhodia chemi- 
cals unit sent Khone-Poulenc 
up FFr 19.10 to FFr33380. 

FRANKFURT ended the 
electronic trading session 
with the Xetra Dax index up 
82^7 at 5892.46. 

- Daimler-Benz - added 
DM5J20 at DM19780 ahead of 

tomorrow’s an n u al nwting 

and the possibility of bullish, 
comment on the group's 
plans for a merger with 
Chrysler of the US. 

Software leader SAP rose 


ipte(FR) 
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DM25.50 to DM989. Finan- 
cials shrugged off r*nnr«om « i 
about this week’s of 

the ' Bundesbank council. 
M unich added DM8 to DM834. 
and Dresdner Bank DML25 
to DM10385. 

ZURICH improved 114.1 to 
7,657.1 on the SMI iztdexl 
Alusuisse was the focus of 
speculative talk suggesting, 
that Ems Chemie was plan- 


ning a pred a t o ry move. Ems 
has a 5 pm cent stake in 
Alusuisse and was said to be 
backed by “supporters" with 
a further 11 per cent Alu- 
suisse rose SFrlS to SFH99H 
Sulzer shared in the 
break-up rumours, adding 
SFraotQ $FrL228. ' 
AMSTERDAM rallied to a 
record encouraged by a flow 
of positive corporate news. 
The AEX index rose 25.41 to 
1.21982 as r e po r t s of a retail 
tie-up and expectations of 
firm earnings announce- 
ments- supported wiHTw»nt 
Vend ex, a retail chain, 
added FI 680 to FI 141 on 
plans to merge its food busi- 
ness with that of supermar- 
ket wholesaler De Boer Dni- 
gro. which gained FI 11 to 
FI 10980. The new company 
is expected to be earnings 
enhancing in the first year. 

Hopes of firm, first -quarter 
results lifted banking and 
insurance group ING. The 
company added FI 3.10 to 

FI 139.60 ahead of . its 


announcement on Friday 
. while Fords - Amev. which 
will release first-quarter 
ftarafwg g tomorrow, gained 
FI 3.10 to FI 12480. 

MILAN gained ground led 
by <Hi -news of the for- 
malisation of Credito Ital- 
iano's merger -with Uni cre- 
dito. Firm first-quarter 
earnings announcements 
also lifted shares and the 
Mibtel index rose 473 to 
24.791. 

Credito Italiano rose L447 
to LHU75 while Banca Naz- 
ionale del Lavoro added 
LI, 164 to L4S.200. Renewed 
expectations of a merger 
helped Banca Commerciale 
Italiana; understood to be in 
tnricc with Banca cG Roma, 
pn L201 to L10.865. Ba n ca 
di added to L3.7S5. 

Parmalat, the Goods group, 
lost L171 to L3950 on disap- 
pointment over last year's 
profits which- were at the 
lower end of expectations. 

Olivetti, which last week 
reported a reduced four- 


Seoul hits 11-year low on heavy selling 


ASIA PACIFIC 


Louise Lucas 


Heavy selling by local 
investors sent SEOUL down 
to an li-year low. with a 6.8 
per cent decline for the 
benchmark index marring 
the first day of trading under 
the stock market's new 
wider share ownership struc- 
ture. 

The composite index 
closed off 24.15 at 331.90 
extending the decline since 
last Thursday’s dramatic 
announcement of a 3.8 per 
cent contraction in first- 
quarter GDP to almost 13 per 
cent • 

Official moves to bolster 
the market by removing the 
ceiling an foreign ownership 
turned to dust as local inves- 
tors took the opportunity to 
sell. Iron and steel giant 
Posco went limit down, clos- 
ing Won7.000 lower at 
Won52.100 with 2£4m shares 
chang in g hands. 

TOKYO ended marginally 
lower in lackl ustre trading 
as a weaker yen weighed 
against positive corporate 


Sooth Korea 
KomOonposte 
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news, notably share buy- 
back plans, writes Bethan 
Hutton m ToJqjo. 

The market appeared to be 
becoming desensitised to tho 
continuing stream of 
announcements of possible 
buy-backs, as many compa- 
nies last week accompanied 
annual results with plans to 
change company rules to 
allow them. 

However, very few have 
given firm cmwmltmpnta to 


buying bade large numbers 
of shares. 

There was also negative 
news on the co r po rate side, 
and the rapid movements of 
the yen on the foreign 
exchange market led some 
traders to remain caurtrp ia 

The Nikkei 225 average 
Slipped 18.53 to 15,783.12 
after trading in a narrow 
band between 15,81254 and 
15,733.12. The Tqpix index or 
all first-section - shares 
declined 3.48 to L228.71. Vol- 
ume was thin at about 293m 
shares, compared with 409m 
on Friday. 

Nissan Motor was the 
third most heavily traded 
share, dropping Y16 to Y442 
after Friday's aininmcwnwit 
of falling production and 
exports, and news on Thurs- 
day that one of the main rat- 
ing WSS p iil-Hng Ite 

rating under review for a 
possible downgrade. 

The hanking sector fell 14 
per cent after several major 
banks released annual 
results on Friday and 
announced worse-than- 


expected levels of bad loans. 

Bank of TokyoMitsobishi 
dropped Y66 to Yl.475 in 
heavy trading; and Saknra 
Bank slipped -Y4 -to Y440. 
aian in high volume. Dai-Ichi 
Kangyo fell Y27 to Y859. 

Trading companies suf- 
fered from concerns over 
than- large nTnffimfa of unse- 
cured debts in Indonesia. 
Mitsubishi fell Y9 to Y881. 
Itochu Y15 to Y315, Maru- 
beni YU to Y302 and Nissho 
Iwai Yll to Y279. 

In Osaka, the OSE index 
gained 2496 to 16986.11 in 
volume of fen «h»n»s_ 

JAKARTA lost ground as 
Investors sold shares which 
gained sharply last week. 
The composite index, which, 
rose over 14 per cent last 
week, fell 5.59 or L3 per cent 
to 438.56. Telkom Indonesia 
lost Rp300 to Rp3925 while 
Indosat lost Rp750 to 
Rpl495Q. 

Investors actively traded 
cn mpflniPH with links to for- 
mer President Suharto. 
Astra, the mo6t active issue 
of the day, rose RplOO to 


RpL25Q while Ultra Maiga. 
the toll road company, 
gained Rp26 to Rp425. 
Bimantara, the conglomerate 
controlled by Mr Suharto’s 
son, lost Rp25 to Rp350. 

KUALA LUMPUR moved 
lower in tUn volume. Finan- 
cials remained under pres- 
sure with the property Index 
slipping 1.1 per cent The 
composite index dosed 6.68 
or 12 per cent lower at 
67HS5. 

KARACHI tumbled to a 
five-year low bn the growing 
controversy over Hub Power 
(Hobco), a utility company 
partly owned by the UK’s 
National Power. The KSE- 
100 index lost 49 or 4 per 
emit to 1 J568L- 

hrvestcr sentiment was hit 
by reports that a court hear- 
ing over the allegations 
made against . Huhco 'tar 
the ntn- 
ity had been- postponed. 
Hnbco. the second largest 
listed company accounting 
for about 40 per cent of the 
index, fell 3.4 rupees to 2290 
rupees. 


month loss, gained L42 to 
L2.752 while Edison, the 
energy group, rose L755 to 
L16.814 on the rise of its 
first-quarto- sales. 

MADRID advanced as 
investors focused on the pri- 
vatisation of utility group 
Endesa, and the general 
index gained 1895 to 902.78. 

Endesa jumped Pta55 to 
Pta3,790 as retail investors 
rushed to place their bids for 
the $8bn sale of the utility. 
Asturians de Zinc gained 
Ptai80 or 89 per cent to 
Pta2355 on news of the bid 
for Western Metals of Aus- 
tralia. 

BUDAPEST fel. steeply in 
the wake of Sunday's gen- 
eral Tbe Bux index 

tumbled 692.71 or 8.7 per 
cent to 797494 to extend its 
decline since the first round 
of the election on May 10 to 
more than 16 per cent 

Written and edited by 
Jeffrey Brown, Peter Hall 
fold Wmn«i Terazono 

Toronto 
edges up 

TORONTO gained ground as 
hanks turned firm ahead of 
the sector's results season. 
Canadian Imperial rose 55 
cents to C$50.65 and Toronto- 
Dommion added 70 bests at 
C$84.65. The 300 composite 
index was up 25.65 at 7,75090 
at noon. 

SAO PAULO .moved 
steeply Iowa- in early trad- 
ing as election nervousness 
hit a thinly attended session. 
Market heavyweight Tele- 
brds fell 2.3 per cent to 
R$12450 and at midsessian 
the Bovespa index was off 
245 or L6 per cent at 9995. 

SOOTH AFRICA 

Johannesburg was pushed 
lower, by a weak rand. The 
all-share index ended off 
1304 or L7 per emit at 7958.4 
after the central bank denied 
foreign exchange rumours 
that it was planning a deval- 
uation. Tniliml rials name off 
1589 at <1,714.1 and financial!! 
gave up-2301 or L7 per cent 
to 13.7009. 




JOTTER PAD 


CROSSWORD 

No.9,691 Set byGALAPAGOS 


ACR OSS 

1 Priest in arrangement with 
nearby church (12) 

10 Food for every woodman 
(73 

11 Opera hat) initially takes 

strain badly (7) 

12 Ten-part Tumor (5) 

13 Half of crop can be swal- 
lowed? AH of ft! (8) 

13 Drivel! Yes. I treat it with 
scorn (10) 

16 Greet re t urn cf most lap- 
wings (4) 

18 Drink like a fish (4) 

20 Church warden, last to 
operate without stress (10) 

22 Square old character put 
malicious woman in dock 
( 8 ) 

24 Song Includes the opening 
organ parts (5) 

26 Banker has gold in old 
business (7) 

27 Accommodation arranged 
by social workers. (7) 

28 Mechanic gets fat payment 
covering work’s completion 
( 6 . 6 ) 


DOWN 

2 Bird list fododes duck (7) 

3 Arrest Journalists after 
drink (8) 

4 Easily navigable river (4) 

5 Being undo - the influence, 
last girt goes into her den- 
tal treatment (10) 

6 One boy has taken one in. 
It’s a long story (5) 

7 The Spanish stick up an 
important person (7) 

8 Authority for build-up 
includes girl volunteers 
once (13) 

9 Altered reprint on eastern 
list can be explained (13) 

14 COots involved with avian 
pastfmps GO) 

17 Reduce scope to train set 
layout (8) 

19 Order group in with great 

precipitation (7) • 

21 Course taken .on way to 
Iberia, perhaps (7) 

23 Prevent flow of hydrogen 
in burner (5) 

25 Song misses second prize 
(4) 


Solution to- Saturday’s prize puzzle on Saturday June 6. 
Solution to yesterday's prize puole on Monday June & 


CALL FOR EXPRESSIONS OF INTEREST 
. in purchasing a (dot of land of 
“HELLENIC CHEMICAL PRODUCTS AND 
FERTILIZERS COMPANY SA” 
of Athens, Greece 

-KTHNIKI KEPUALEOtf &A- Ad iaLiltaafl O u of Att» and Uahflmn*ot9a 
CbiyiKBpiltaciuis Sl Alban 10360. Greece. In ill cepachy u UqqkUWf of 
"HELLENIC CHEMICAL PRODUCTS AND FERTILIZERS COMPANY SA'l 
CMp«y »* IB tcguerol office In Alban. Greece, (toe “Cob^bo/T, pracady indcr 
iptcal rByurt a rtu na t co ria |gMlhcpmvitta«of«fl»3c4fraf Lew 1892/1990. by virtue 
at IfeciBao Nn A29902 of At Alton Conn of Appeal, in aHijnakn wtt DecUaa 
7714/20.7. W92 of te wne awn. wb«± Itvrovcd iCpatmc *ak c< fit p u fn u l u n unto of 
die Company foflpwng n ma m of ibc majority emdimg. U. National B®k of 
Greens SA and ETVA SA farte naotsd preifea la retak vttWo trendy (20) days 
ftanfttp uMi cM i firof aMnnlLnap-tinfcgwnnen c3 ipn iM on»of Mpq 


BRIEF DESCRIPTION OF THE PLOT OP LAND 
is » |*» of land. Ibc era of wbfcb anas 10 ippwi 14J3U sq. nu kued in 
“FtaUof. £1*6 <20* kte of Ox National Raid Alhcm Lrenli). Thh h mta i niW 
bjrn old Ubbc mi ha beta ased «s ■ summer cnrefL & b * poly sgnatarel fta, 
Ac nai ipicsfeDal vdn of which ran be bulb on. 

SALE PROCEDURE 

Tire cumpoy's maa «aU be soU by n ofMGc Audaon m A c umdnnc wi* Ibc 
proriMOM of A ruck 46n of Law 1892/1990. la snppkmcmcd by m. 14 of 
UWIIMI ad gdwc m »n a> MMaded) and Ae Bn sci out in to call tor Roden 
ibc ole of Ibc above enm. d be pnbfoticd n Ibc Greek nd fomgp pan on As 
data provided bjrteo. 

SUBMISSION OF EXPRESSIONS OF INTEREST - OPFBUNG 
MEMORANDUM 

Fas dv retenuoa of &4scsuoB of famcai and In aider k otak > copy of dx 
Offertqg Mmsdn. picaae cnMact tbe LiqaUoiv. "ETHNIKI KEPHALEOU SA 
.UauBtadan of An ct> and LrebtUda", 9a Ckyg a nn fli olbib SL A ten 10360. 
GREECE. TcL +3D-I323.1AM - 87 In: -30-1-321^9113 (aneatioa Lnfcidatai 

D t| 1 PUBU L 
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Cormeasn mace 


The Telecommunications Corporation 


Ac HaAnar Kmimef jmlM 

U-S. $50,000,000 
Floating Rate Bonds dne 2002 . 

wfaida sac KUBsmted m to pcytnentaf priaijpst only at 
BMtmky on tbe Intnmt PsymeoC DMs fifing 
in S ep te m ber 20UZ by 

International Bank for 
Reconstruction and Development 
For the bntren PgMd 26rfi MmA. 1998 to 2&fa Sepnmbcf. 1998 Ac Boob 
«iR can a Race of faces cf 6&S pa «•*— - ps b m Tbe Coopdo 
A mnn per U-S-tlOflOD Bond wll be UAS3519Z and die Coupon Among 
pectlSJI00J00Bca»d«8lbcU.SS3J39.I7p^ableoo2BASq|Bcniba;19VS. 


Bankers Trust - 

C omp a n y, London 


Agent Bank 
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Banque Sofinco 

FF 1900900900 Hosting Rato 
Three Month PBOR Notes due 1999 

In accofdanoe wah ms Tarns and Conditions of die Notes. 
«»« is hereby given that torthe Interest Period from 
May 25. 1938 to August 24. 1998tfie Notes wifi cany an hv 
terost Rate cf 3.62375% per arawm. ' 

Tha Capon fimeus payable on the retevaxbaBfesrF^ymfflX 
Dan. August 24. 1998 wS be FT 91 90 per 
FFlUOOOptmcipBl amount. . 

of Note ardFF 91800 per sV&Sb. ^^semBank 
FP tOO. OX pmopai u T £ Jfg KiwSotbaak 

amomiof Note. - - EAJUuI Upamboum 
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1 I NAN Cl A I. I IMIS SURVEY 



BRAZILIAN PRIVATISATION 



World Cup fever will hold sway into July but, 
reports Geoff Dyer, the month boasts an 
event of greater long-term significance - the 
next wave of sell-offs, led by Tetebras 


on call to markets 


If all goes to plan, July will 
be an epic month in Brazil’s 
recent history. And that is 
even if the national team 
does not walk off with the 
football- World Cup again. 

During the course of the 
month, the Brazihan govern- 
ment plans to transfer from 
public to private hands a 
series of companies which, 
taken together, could raise 
more than $25hn. 

The list includes Telebrfis, 
the state-controlled telecoms 
group and largest company 
in i-atin America in terms of 
market capitalisation, Gera- 
sul, the first of Brazil’s huge 
electricity generation compa- 
nies to be put up for auction, 
a couple of electricity dis- 
tributors and, maybe, a gas 
company. 

Brazil has been slowly pri- 
vatising its industry since 
the hftgiwwhig of the 
and thfl process hue gathered 
momentum over the last 
year. However, in July it will 
step up another couple of 
gears. 

The sale of Telebrfis alone 
is expected to raise around 
fSObn, wuWwg it easily thp 
largest ever privatisation in 
Latin America. While this 
might no t seen staggering 
in comparison to some of the 
recent takeovers in the OS, 
it is a daunting figure for a 

developing economy. 

“By virtue of its size and 
complexity it has become 
one of the mast impressive 
and ambitious privatisation 
programmes in tire world," 
says David Mulford, the for- 
mer US Treasury official 
who Is now chairman inter- 
national of Credit ; Sutese 
First Boston, the investment 
bank. 


Economists' back-of-the- 
env elope estimates suggest 
that the government will sell 
fSDhn of assets over title next, 
three years. 

The impact of a successful 
p rivatisatio n programme in 
Brazil would be felt thiough- 
out the Latin American 
economy: With inflation 
under control in Brazil, pri- 
vatisation is one rtf the cen- 
tral planks of a strategy 
which could turn the coun- 
try from an economic bas- 
ket-case into the region's 
superpower. 

Privatisation is helping 
galvanise an economy whose 
stagnation in 1980s 
early 1990s was due, in part, 
to the heavy, and stifling 
influence of the state an eco- 
nomic activity. “We are d te 
mantling the state apparatus 
that was put together from 
the 1930s during the Vargas 
era [former president and 
dictator]," says Paulo Paiva, 
the planning minister. 

Billions of dollars are 1 
being attracted into vital 
industries, such as telecoms 
and power, whose infrastruc- 
tures were neglected during 
the economic instability of 
tiie 1980s. 

Linz Carina Mendcmpa de 
Barros, the new communica- 
tions minister, estimates 
that the TeiebrfiB’ system 
will receive new investment 
of around 9l5hn a year once 
it is privatised - douhle the 
currentrate. 

His predecessor, Sfirgio 
Motta, who died in Mateb. 
was fond of salting that 
glOObn would be Invested In 
the telecommunications • 
industry as a whole by this 
Mid of the decade as a result - 
of privatisation. New . tech- 


nology will also be intro- 
duced to an industry which 
is central to a country’s eco- 
nomic development 

Indeed, ti the sale of Tele- 
brfisis a success, It could act 
as a case Rtudy.for the posi- 
tive aspects of pri v a tisation. 
An expanded. telephone. net- 
work could play a rede in 
democratising- economic 
relations in Brazil's notori- 
ously unequal society. As a 
result of decades of under-in- 
vestment. a new tine in Sfio 
Pjmlo uaritio de Janeiro can 
cost $2000, maWng access to 
a telephone s privilege of the 
iw'iMb classes. 

nnWte most previo us pri- 
vatisations in. Brazil, which 
have resulted In. savage job 
cuts, it . should ' lead to 
increased employment as the 
new operators roll out 
increased capacity. 

A successful -sale of Tele- 
bras would rank as a colos- 
sal political achievement fin- 
the government and a fur- 
ther stage in the recognition 
of Brazil as a serious coun- 
try. When Fernando Hen- 
rique Cardoso was elected 
president in 1994. the privati- 
sation of Telebrfis was only a 
distant possibility. Under Mr 
Malta's pragmatic and occa- 
sionally eccentric guidance, 
the necessary legislation has 
been pushed through Con- 
gress, a sensible new struc- 
ture for the industry devel- 
oped and an independent 
regulator put in place. 

There is, therefore, a lot at 
stake over, the sale of Tele- 
bras. At the same time, 
though, the company is 
being put up for sate at what 
oah-a^ly -be described 
dehbate moment for the pri- 
vatisation p ro g ra m me. 



Cel waiting: P res i dent Cardoso’s plans tosal S25bn of state atffita, led byTalebrte, could as ta tofah Brazil aaLolfei America's economic superpower 


The April auction of Ele- 
trOpaulo, the Sfio Paulo eleo- 
tricity company, has 
prompted a rethink about 
the whole privatisation pro- 
cess. Eletropaulo was first 
divided' into two distribution 
units and a transmission 
business. However, only one 
bid was made for Metropoll- 
tana, the larger of the two 
distribution companies and 
there were no offers for Ban- 
defrantes, the other distribu- , 
tion unit, or for the trans- 
mission company. 

"It was a wake-up caH" 
say s . Octfivio Gastello 
Branco, managing director 
at JP Morgan in Sfio Paulo. 
Luiz Chrysostomo. head of 
investment banking at 
Banco PatrimAnio, who is 
advising -the government ou 
the sale of . Telebrfis, ■ 
described it as “a moment 
for reflection”.. 

The failure of the auction 
raised awhdtesarias of flues-', 
tions. Has the Asian eco- 
nomic crisis, which had a 


huge impact' on Brazilian. 

flmmHnl TpjtrVo tg started to 

take its toll on Brazil's privar . 
tisation programme? Is the 
government trying to sell 
too many assets at the same 
time? Aire the minimum 
prices being too high? 

Most of all, the Eletro- . 
panlo sale has focused atten- 
tion an the availability of 
financing.- Bankers are 
beginning to express con- 
cerns about whether there 
wfll be sufficient' hinds to 
finance the huge volume of 
privatisation deals in the 
pipeline. 

The banking system faces 
considerable demands on its 
resources. As well as the 
near $25bn ctE privatisations 
competing for funds over the - 
next few months. Petrobrfis, 
the state-coutrolled oil cum* 
pany, is trying -to pat . 

two . project flnfluc- 
jfegp valued iat arataid'fSbn ' 

for p ri vgfb ff fctofls from last 


year.;- The new owners of pri- 
vatise "companies Will also 
want -to' borrow to finance 

jmnM yHtmnt prng fsiriiTtfft. ■ 

“It . is not out of the ques- 
tion that there could be a 
crunch,” says Floris Deck- 
ers,. director for . Latin Amer- 
ica at ABN Amro, the Dutch 
htmlritig g roup - ; 

The 10 or so large banks 
which have underwritten- 
previous privatisations are 
still committed to Brazil; 
which suggests that the 
funds will be available for 
the one-year bridge financ- 
ings that usually accompany 
these deals. Qn most privati- 
sations, the winning bidders: 
have been specially created: 
consortia, usually involving 
both foreign and Brazilian; 
partners.) 

.; .However, doubts exist fur- 
ther down the chain. The 
spiAjier/, regional banks, 
Whfm'iaEt year wen happy 
to participate inr large syndfcjjj 
cations, seated -bat* agrafiyj 
canity .their Brazil exposal* 


after the Aslan crisis and 
have not. yet returned in 
numb ers. 

. Sentiment in the capital 
markets bam rebounded more 
strongly since the beginning 
of the year, with the govern- 
ment and well-known banks 
comfortably accessing bond 
markets. However, the appe- 
tite among institutional 
investors for Brazilian corpo- 
rate debt is still unclear. 

A key test will be the a 
planned bond issue by VBC, 
a consortium of three lead- 
ing . Brazilian corporates, 
which in November bought 
CPFL, another Sfio Paulo 
electricity distribution com- 
pany. The main banka will 

need, to feel comfortable 
about demand for Brazil risk 
in the secondary b anking 
market and In the capital 
markets before they put 
their weight behind the 
upcoming privatisations. 

a fljianrfng 
rnmeeav fee Success of the 
‘sfcHrofls'wni then depend on 


the willingness of foreign 
companies to take large 
chunks of debt an their own 
balance sheets, rather thaw 
borrow through the consor- 
tiums set up to bid. in the 
privatisations. 

Bankers do not believe 
this wiB be a problem with 
Telebrfis, given the growth 
po tential and cm e-off nature 
of the privatisation. How- 
ever, in other sectors, where 
there will be more privatisa- 
tion opportunities in the 
coming months, some bid- 
ders might take a mare cau- 
tious approach. 

But not everyone is wor- 
ried about a financing 
squeeze. "Since 1991 people 
have been warning about 
lack of firm tyring f or privati- 
sations but the government 
keeps selling," says Paulo 
Feme, president of Bozano 
Smonsen, the Rio de Janeiro 
investment bank. "The 
liquidity for Brazil iSjiraudh 
higher than it has been at 
any time in our history.” 
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In 1997 Banco Icatu distinguished itself as a leatler in M&A advisory in BrazxL 
With transactions totalling US$ 6.4 billion, it ranked second in Brazil and fifth in 
T.^rrn America according to Secorities DaraC ortipany . i ..' 

Banco Ioatu specializes in originating, structuring and fi n aiKan g iavescment 
opportunities for its institutional d ie ms . In l£S7 r we executed a xnimber of unique 
t rans actions on behalf of Brazil’s niricr. institutional investors. 


do None (CGSERN) - lam's 
diem* invested "US$ 36,000^00 
m the ca p ita l of the cnuuiiimn, 
c o mpris ing CQELBA and ^ 
*>, A— Total 

. mvesoneac of tire consortium 
tau lISS 607,000,000 ■ 
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2 BRAZILIAN PRIVATISATION 


POLITICS • by Geoff Dyer 


FINANCING • by Leslie Crawford 


Hearts 
have yet 
to follow 


The first battles 
are won but 
future sell-offs 
need to engage 
popular support 

With the successful sale of 
Campanhia Vale do Rio Doce 
(CVRD) last May, many 
ohservers declared that the 
political opposition to priva- 
tisation in Brazil had been 
squarely defeated. The gov- 
ernment had won the war. It 
was claimed. 

The auction of CVRD, the 
world's largest iron ore com- 
pany. had been a set-piece 
battle in more wavs than 
one. Thousands of protesters 
lined the streets outside the 
Rio de Janeiro stock 
exchange to demonstrate 
against the privatisation. 
occasionally 1 leading to vio- 
lent clashes with the 
heavy-handed military 
police. 

inside the stock exchange 
a battle of a different kind 
was going on. The comple- 
tion of the auction demon- 
strated the government's 
win to push ahead with pri- 
vatisation in the face of the 
deeply-ingrained corporatist 
instincts of many leading 
members of the political 
class, to say nothing of the 
broader public. 

“It was the swan-song of 
economic nationalism." says 
one former government 
member. 

However, anyone who 
thought that politics could 
be detached from privatisa- 
tion in Brazil would have 
done well to look at the Brit- 
ish experience. If the UK is 
anything to go by. the politi- 
cally dangerous period for 
privatisations is three or 
four years after the event 

While most sell-offs were 
popular with the public at 
the time, particularly to 
those people who made a 
quick profit on share sales, it 


was only with the appear- 
ance or tales about "fat-cat" 
salaries for directors and 
poor service levels that the 
public began to register its 
disapproval. 

It is a cautionary tale for 
the Brazilian government, 
for events in Rio de Janeiro 
earlier this year showed just 
how quickly public opinion 
can turn against privatisa- 
tion, especially when public 
services are in the front line. 

In late December. January 
and February. El Nino, the 
global weather phenomenon, 
played havoc with the Rio 
climate and with the local 
power companies. Heavy 
rains damaged the network 
while Intense heat, often 
more than 40 degrees, pro- 
voked a surge in use of air 
conditioners and fans. The 
result was a series of power 
cuts throughout the city and 
millions of none-too-pleased 
customers. 

The two companies 
involved - Light which was 
privatised in 1995, and Cerj. 
which was sold a year later 
- claimed that the power 
failures were the result of 
under-investment when the 
network was in state hands 
combined with an increase 
in deman d well above expec- 
tations. 

However, facing a storm of 
public and media criticism. 
An eel the new industry reg- 
ulator. issued its first ever 
fines to the two companies 
for providing poor services. 
The regulator also threat- 
ened to bar Light and Ceij 
from ftiture privatisations if 
the shortages continued. 

Hie fear that new opera- 
tors will get the blame for 
previous under-investment 
has affected the decisions of 
bidders In other power priva- 
tisations. VBC. a Brazilian 
consortium made up of 
Banco Bradesco. Camargo 
Correa, a construction 
group, and Votorantim. an 
Industrial conglomerate. 



Competing for cash prize 



Share save; many seO-offe have attracted vocal opposition ap 


cited the risk of a popular 
backlash as one reason for 
not taking pare in the priva- 
tisation of Eletropaulo, the 
Sao Paulo utility, in April. 

"If we had bought the com- 
pany and there were a power 
cut In Sao Paulo during a 
Brazilian World Cup match, 
people would be out on the 
streets stoning branches of 
Bradesco." says Jose Said De 
Brito, a director of Votoran- 
dm Energia. 

And. while the sale or 
CVRD was a huge political 
victory for the government 
the auction also highlighted 
another channel for opposi- 
tion to privatisation - the 
legal system. Through skill- 
ful use of the courts and 
manipulation of Brazil’s 
highly legalistic mentality, 
the auction was delayed for 
10 days after more than 20 
injunctions were awarded 
around the country against 
the sale. 

It is a tactic that is already 
being repeated for the Tele- 
bras privatisation, with 
opponents using every possi- 
ble legal and formalistic 
objection to delay the sale. 
The government has had to 
twice postpone a Telebrfis 
extraordinary general meet- 
ing to approve the division 
of the group into 12 separate 
companies, after injunctions 
were awarded questioning 
the legality of the de-merg- 
ers. 

Mr i ■*»* Carlos Mendonpa 
de Barros. the minister for 
communications, admits 
that the timetable for the 
Telebrfis sale could be 
knocked off course because 
of legal disputes. "This is 
just something we have no 
control over." he says. 

However, although court 


injunctions can be an 
extreme irritation to bidders, 
they are likely to only delay 
rather than scupper sell-offe. 
With only a few exceptions, 
Brazilian privatisations have 
been trade sales, usually 
public auctions of a control- 
ling stake to a consortium of 
industry players. Those com- 
panies have taken a strate- 
gic decision to invest in Bra- 
zil on a long-term basis and 
are, therefore, unlikely to be 
dissuaded by a postpone- 
ment for a couple of weeks. 

Hie story would be differ- 
ent for public share offerings 
which have much stricter 
timetables and which are 
aimed at a more fickle inves- 
tor base. Indeed, legal chal- 
lenges could present a prob- 
lem when the government 
comes to float its remaining 
stake in CVRD, probably 
later this year. 

The other real test of 
whether the political ques- 
tion over privatisation has 
been settled will be if Fern- 
ando Henri que Cardoso, Bra- 
zil's president, tries to 
expand the programme if he 
wins reelection in October. 
Three big chunks still 
remain firmly in state hands 
- Petrobr&s. the oil company 
and Caixa Econfimica Fed- 
eral and Banco do Brasil, 
two of the largest banks in 
Latin America. 

Paulo Paiva, the p lanning 
minister, refnses to be 
drawn on the subject but 
bankers close to the privati- 
sation process say that the 
sale of a majority stake in 
Petrobras during a second 
Cardoso term is being openly 
discussed wi thin the govern- 
ment "ft is a matter of when 
rather than, whether," says 
one adviser. 


After Asia, raising 
investment for 
privatisations is 
proving less 
straightforward 

How big is the international 
appetite for financing the 
large number of multi-bfl- 
lion-dollar Brazilian privati- 
sations coming to the mar- 
ket in the next few months? 

The answer^ in the wake of 
Asia’s financial turmoil, is 
mare complex than a year 
ago. It depends on a number 
of inter-related issues which 
are testing the Ingenuity and 
creativity of investment 
banks in charge of the priva- 
tisation process. 

Firstly, there are external 
factors over which Brazil 
has little control. Inve s tm en t 
bankers are betting that 
interest rates in the US win 
remain low, that Asia win 
not rode emerging markets 
with another foil-blown cri- 
sis and that the second-tier 
European banks which pul- 
led out of the syndication 
market can be lured back to 
underwrite Brazilian deals. 
If these assumptions are cor- 
rect, Brazil will be able to 
count on strong interest 
among institutional inves- 
tors in Europe and the US. 

Secondly, there is the 
question of overexposure to 
Brazil risk. In addition to the 
S20bn sale of Telebras, hank , 
ers estimate there are at 
least another S9bn of syndi- 
cated deals being prepared 
for Brazilian companies. 

"Brazil is undergoing a 
new wave of industrialisa- 
tion." says Floris Deckers, 
executive vice-president of 
ABN Amro in Brazil "Big 
Brazilian and foreign inves- 
tors have a huge, pent-up 
demand for medium-term 
finance, which will inevita- 
bly compete in the markets 
with the privatisation 
deals." 

There is also a novel 
demand for project finance. 
Petrobrfis, the - state oil 
monopoly, hopes to raise 
(L5bn this year to develop 
and expand oil fields. ABN 
Amro and Deutsche Morgan 
Grenfell are competing to 
finance the develop- 

ment of - the- Barracuda oil- 
field. 


Lastly, there are billions of 
dollars of bridge finance, 
pertaining to last year's pri- 
vatisations, which will 
require refinancing this 
year. But rolling over exist- 
ing debt will be complicated 
because of the shrinking 
loan syndication market- "A 
lot of investment banks are 
pulling out of the lending 
business," says one Euro- 
pean banker. "This is a dis- 
turbing trend." 

When there are big inter- 
national names in the priva- 
tisation consortia, refinanc- 
ing is less of a problem. 
Earlier this month, BCP 
Telecomuni capOes. a Brazil- 
ian ceOnlar phone operator 
owned by BellSouth. Interna- 
tional Banco’ Safra of Brazil 
and other Brazilian inves- 
tors, raised $1.75bn in float- 
ing rate notes to finance its 
cellular telephone services 
in S3o Paulo. 

"The issue shows confi- 
dence in the potential of cel- 
lular services in Sfio Paulo 
and in the Brazilian econ- 
omy, despite the Asian cri- 
sis," says Otfivio Castelo 
Branco, investment banking 
manager at JP Morgan, 
which led the placement 
with Merrill Lynch. Other 
investment bankers say Ben- 
South’ s presence' was a fun- 
damental factor in attracting 
financial hacking for BCP. . 

Ranks are l panning to cali- 
brate their exposure by dif- 
ferentiating between grades 
of Brazil risk. Power pro- 
jects, which generate no for- 
eign revenues, generally 
require the umbrella of thia 
inter , a mgrican Development 
Bank or another multibrtra&l 
institution. Financing for 
exporters, or for jobat-veri- 
tnres with foreign partners, 
are more esaffy arranged. •’ 

"There is an • improving 
perception of BrariLrisk," 
says Miguel de .Bfc&garipa, 
head of Banco Santander's 
B razilian operations- "With 
the right «rtr nc- 

tures and the right, priced 
inter national markets will 
be responsive to-financing 
Brazil's privatisations.? 

ABN Amro, which js pro 
paring two H00m r -bond 
placements for Brazilian 
companies,~says institutional 
investors are mor e - o pen to 
Brazilian ~deals |cS5t~sii 
mon ths ago. 
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Nevertheless, bankers 
have become more cautious 
following the flop of the 
sell-off of Eletropaulo, the 
biggest electricity distribu- 
tion company In Latin Amer- 
ica. in Warffh 

Eletropaulo was split into 
two companies, each carry- 
ing a $lbn Tnfntmum price 
tag, but there was 'only one 
bid for the company serving 
Sdo Paulo and no bids for 
Bandeirantes, serving the 
interim* of the state. 

Some bankers blame the 
flop on tighter financial mar- 
kets following the crisis in 
Asia. Others believe the gov- 
ernment put pressure on 
Morgan Stanley Dean Witter 
and SBC Warburg, advisers 
in the sale, to agree to the 
SI bn valuation before the 
two banks had completed 
their own due diligence on 
the two distribution compa- 
nies. 

Others say the Eletropaulo 
fiasco had nothing to do 
with difficulties in raising 
finance. “The major bidders 
had fined up bridge finance 
for file deal It was mare to 
do with difficulties in 
scheduling and the imple- 
mentation of the sale." says 
KTisrrar de Carvalho Filho of 
SBC Warburg. 

Telebrfis is being split into 
regional local carriers, 
regional cellular operators 
and a long-distance company 
(the former Embratel) to 
facilitate privatisation. But 
the government Intends to 
auction the whale lot within 
a space of two weeks, proba- 
bly in July, raising doubts 


over whether bidders will be 
able to line up more than 
$20bn cf finance in such a 
short space of time. 

The consensus is that the 
successful sale of Telebrfis 
will hinge on factors, few of 
which have to do with the 
willingness of International 
capital markets to finance 
the sale. 

Financing for Telebrfis, 
according to Mr Deckers, 
will depend on how the con- 
sortia are fanned. The gov- 
ernment this month ruled 
there would be no restric- 
tions for foreign investors. 

"Big international names 
will attract ready financing," 
Mr Deckers says. "Lesser- 
known companies will need 
strong sponsors." 

Investment banks are also 
waiting to see whether Bra- 
zil’s national development 
hank, BNDES. will make fin- 
ancing available for the Tele- 
brfis sale. In previous priva- 
tisations, it has provided 
finance equal to 50 per cent 
of the minimum bid price. 
But a similar ratio for the 
Telebrfis sale would place 
undue pressure on the devel- 
opment bank's loan portfolio 
and the contribution is 
expected to be more modest 

Paulo Ferraz, president of 
Bozano Simonsen. Brazil's 
largest investment bank, 
shrugs off the uncertainties 
surrounding the Telebrfis 

Rate 

"Unless there is another 
Asia crisis, which no-one is 
expecting, there will be 
enough money to finance 
privatisations." 



Brazilian privatization is 
a bill inn -dollar biiMnev*. 

But although .mr.unvt\ 
this market has some 
peculiarities that only a partner like 
Hank Boston can identify and translate to 
you. A highly respected name in the 
market, with proven expertise in raising 
capital, financing operations, offering full 
service banking and helping to establish 
local alliances. BankBoston has been in 
Latin America fur 30 sears - 50 of those in 


But you'd better talk 
to people who already 
know the way: 
BankBoston. 


Brazil - where the bank 
is within the top 10 
in Asset Management, 
Brady Bonds trading 
and Latin American Bond Underwriting. 
That’s why, if you want to take advantage 
of one of the most important privatization 
process in the world, you can count on 
BankBo^ten's experience Take part in the 
Brazilian privatization process together 
with people who know, believe and 
rrust in the country's growth: BankBoston. 



BankBoston 

www.bankboston.com.br 

_. _, , . For further information, please contact 

Claudio Cilrin: 551 1 -3! 18-5722 or Ricardo Caldcira: 5521-3118-5256 



Algar is one of the largest private groups in 
Brazil. Its major activities are in the 
field of Information Technology, including 
Telecommunications, TV and the 
manufacture of optic fibers. Through its 
subsidiary Lightel, Algar has controlled 
CTBC Telecom - the only private 
telecommunications company that operates 
with regular an cellular telephones in 
four Brazilian states - for more than 
40 years. With the privatization of the 
telecommunications area in the country. 


Algar has just taken another step in 
amplifying its business: A7L - Algar Telecom 
Leste won the public bid for installation 
aid operation of Cellular Telephone Band B 
in the states of Rio de Janeiro and Espirito 
Santo. High technology, tradition, experience 
and competence make Algar the ideal 
partner for Brazilian telecommunications. 


^ALGAR 

Mtp:f/www,itgar. eoo.br 
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BRAZILIAN PRIVATISATION 3 


SAP PAULO • by Geoff Dyer 


Waking up in state of alarm 


Two failed sales 
have thrown the 
programme and 
local government 
into disarray 

The April IS auction of 
Eletropaulo. the electricity 
distribution company con- 
trolled by the state of S&o 
Paulo, provided something 
of a cold shower for every- 
one involved in Brazil's pri- 
vatisation programme. 

On paper, the auction 
should have been a great 
success. Eletropaulo is the 
largest electricity distributor 
in Latin America: its sales 
□early surpass the whole of 
Argentina’s power network: 
and its S&o Paulo base is 
arguably the most sophisti- 
cated regional economy in 
the continent. 

Yet when Eletropaulo was 
put up for sale - after being 
divided into two distribution 
companies and one transmis- 
sion unit - the auction was 
little short of a disaster. 

Only one bidder appeared 
for Metropolitans, the larger 
of the distribution compa- 
nies. which was sold for its 
minimum price of R$2.G3bn 
to Light, the Rio de Janeiro 
energy group. However, a 


worse fate awaited Baadeir- 
airtes and EPTE, the trans- 
mission unit, which Med to 
attract any buyers. 

The failure of the auction 
has left sao Paulo's privati- 
sation plans in disarray. 

The state had already been 
forced to postpone the March 
sale of Elektto. another elec- 
tricity distributor which is 
controlled by CESP, the 
state-owned power genera- 
tion company, after the 
stock exchange regulator 
questioned the treatment of 
minority shareholders under 
the sale model. 

* Meanwhile, the planned 
sale of CESP itself has been 
put on the back burner 
while the federal govern- 
ment pots in place a new 
structure for the industry. - 

Given that Sfio Paulo is by 
far the most important state 
in economic terms, its priva- 
tisation programme is cen- 
tral to the whole process. 
And the delays are proving a 
major political embarass- 
ment to Mario Covas, the 
governor, who plans to stand 
for re-election later this 


So what went wrong? 
Whether it was lack of finan- 
cing, Indigestion on the part 
of buyers or poor structuring 
of th** deals, implications 


are considerable for the rest 
of the programme. 
ilfThe 'auction was & 
wake-up- Call for everyone 
involved in the process.** 
said Octftvio Castello 
Branco.' • managing director 
dTJP Morgan In SSo Paulo. 
"It showed that things don't 
always gtf smoothly." 

The Eletropaulo auction 
suffered from a whole series 
of one-off problems. One of 
the potential bidders, 
Escelsa, -had to pull oat 
because it failed to complete 
the necessary paper work on 
time. 

Analysts believe that spec- 
ulation before the auction 
about large bids from Ught 
and VBC, -another Brazilian 
group, may have prompted 
some rivals to hold their fire 
for later-privatisations. 

The huge success of elec- 
tricity privatisations last 
year, when bids were often 
modi more than the mini- 
mum asking price, may have 
encouraged the Sdo Paulo 
government to set Its mini- 
mum price too high. Several 
bankers believe that the 
minimum prices of R$2.03bn 
for Metropolitans - and 
E&LOlbn for Bandeirantes 
looted over-ambitious in the 
pbst-Asia crisis economic cli- 
mate iSBrazfl. 


Opponents of the Sfio 
Paulo government and its 
advisers, Morgan Stanley 
Dean Witter and SBC War- 
burg Dfllon Read, have had a 
field day. Criticisms of the 
way the sale was managed 
have included tire fact that 
the government tried to sell 
both distribution companies 
on the same day and that it 
chose to divide Eletropaulo 
into three large units rather 
than several smaller on ** 1 

Others have pointed out 
that up to a few days before 
the auction, some bidders 
were still not certain about 
how - the government 
planned to divide employee 
pension liabilities between 
the companies. 

"The worst thing that can 
happen with foreign bidders 
when they' go to the tropics 
is for there to be worries 
about future labour or envi- 
ronment liabilities." says 
one banker who was advis- 
ing a potential bidder. 

However, there are more 
general lessons which apply 
to all prospective sales. The 
Eletropaulo sale has focused 
attention on the availability 

of financing for large 

in Brazil as a result of the 
Asian crisis. 

“The crisis prompted a 
flight to safety amongst 


Investors," says AndTO Mon- 
toro Filbo, tiie Sao Paulo 
planning secretary who is 
responsible for the privatisa- 
tion process. “The markets 
have not yet returned to 
their pre-crisis levels." 

The sheer weight of sales 
is also tairipg a toll an bid- 
ders who tend only to have a 
small team of professionals 
dedicated to foreign acquisi- 
tions. For example, Endesa, 
the Spanish power group, 
withdrew from the Eletro- 
paulo auction because Its 
people were too busy coming 
to terms with the complexi- 
ties of Coelce, the electricity 
distributor in Cfiara state 
which it had bought only 
weeks before. 

"There is indigestion 
among the buyers. They do 
not have enough peqple to 
look at all these deals,” says 
Nigel Barton of SBC War- 
burg Dillon Read. 

Most observers agree that 
closer co-ordination is 
needed between the different 
state and federal govern- 
ments to avoid clashes. 

So where does the Sao 
Paulo government go from 
here? 

The first course of action 
is likely to be the sale of 
Elektro which has been re- 
scheduled for July IS, follow- 



Power loss after the success of CPFL, Governor Cave’s B s t r op au lo sale feU flat 


mg approval by the authori- 
ties of a new sale model. All 
the proceeds from the sale. 
Which has a minimum price 
of R$826m, win go to CESP 
rather than to the state gov- 
ernment 

There are no legal obsta- 
cles to putting Bandeirantes 
up for auction again hot the 
government does face the 
thorny issue of the mini- 
mum price. A lower price 


could ensure a better 
response from bidders but 
would be hard to explain 
politically, especially in the 
run-up to the gubernatorial 
election in October. The 
option has been ruled out for 
now. 

"I have complete confi- 
dence that Bandeirantes is a 
good company and that It is 
not over-valued," says Mr 
Montoro FOho. 


Some believe the Eletro- 
paulo difficulties represent 
only a minor setback for the 
Sfio Paulo government. 

According to Paulo Ferraz, 
president of Bozano Simon- 
sen. the Rio de Janeiro 
investment bank: "If there is 
a strong pick-up in the mar- 
ket in the second half of the 
year, Bandeirantes could 
easily be sold for a price far 
in excess of the minimum." 


MANDATES • by Leslie Crawford 


Investing in 
the future 


Bankers are 
trimming margins 
to buy a foot in 
the door for 
long-term profit 

Investment banking in 
Brazil is a market long on 
players and short on profits, 
with recent competition for 
privatisation mandates driv- 
ing fees to record lows. 

Hie contract to handle the 
sale of Telebras, Latin Amer- 
ica’s biggest privatisation,' 
made headlines in February. 
Morgan Stanley and Salo- 
mon Brothers won the man- 
date to advise the Brazilian 
government with an unusu- 
ally low fee of 0.07 per cent 
of the value of the sale, 
which is expected to raise 
between S20bn and {SObn. A 
team including Merrill 
Lynch. ABN Amro,. NM 
Rothschild and CSFB came 
second after scoring highest 
on technical merit but with 
a remuneration margin of 0.1 
per cent Previous privatisa- 
tions had attracted foes of 
1.5 per cent - 

Hie winners claim the size 
of the Telebr&s sale will 
ensure a profit Rivals- are 
sceptical. “At those sort of 
fees the business Is not prof- 
itable." says Alfredo Cutler 
rez, chairman of the Brazil 
management committee, of 
JP Morgan. 

The result of the Telebrfis 
contest reflects the willing- 
ness of international Invest- 
ment banks to accept 
extremely low margins in 
order to establish a franchise 
in Brazil. 

In the aftermath of the pri- 
vatisation programme the 
new owners of telecommuni- 
cations companies, not to 
mention the even larger 
energy Industry, will need 
advisers and fi na n cin g and 
will probably want to false 
equity. They will . require 
long-term finance for expan- 
sion programmes. . A few . 
years from now. investment 
bankers are forecasting a 
new wave of mergers and 
acquisitions, as privatised 
companies consolidate. 

Bankers also predict it will 
not be* long before Brazilian 
corporations feel able to take 
their first steps in the global 
marketplace by expanding 
overseas. 

Khazar de Carvalho Filho, 
head of SBC Warburg, says: 
"Investment banks need to 
take a long-term view of Bra- 
zil. Some may be discour- 
aged by competition but the 
potential of the market is 
huge. One must look for 
opportunities to forge 
long-term relationships with 
clients, even if fees are not 
profitable." 

Most' foreign investment 
bunks have yet to decide the 
size of their commitm ent to 
Brazil. Nomura and Oppen- 
heimer pulled out last year, 
citing an overcrowded mar- 
ket. A disappointing year for 
equities also led ENG Barings 
and HSBC James Capel to 
shut down their Latin Amer- 
ican equity-dealing busl- 
ntiwes.- 

Others are putting roots 
down in Brazil. Robert Flem- 
ing and SBC Warburg have 
bought local investment 
banks, while CSFB is in 
talks to acquire Garantia, 


one of the biggest names in 
Brazilian investment bank- 
ing. 

Following the Telebrfis 
contract, 12 banks bid for 
the mandate to partially pri- 
vatise Sabesp, the Sfio Paulo 
sewerage and water treat- 
ment utility which is also 
the largest sanitation com- 
pany in Latin America. The 
state government wants to 
sell 15 per cent of Sabesp to 
a strategic Investor and 
place 5 per cent of the com- 
pany in the domestic 'and- 
international equity 'mar- 
kets. 

The job went to Santander 
of Spain and Rwmiq Simon- 
sen, Brazil's, largest invest- 
ment bank, which will 
charge a fin of only 0.0569 
per cent to find a strategic 
investor for Sabesp. Hie fee 
for the smaller stock offering 
will range from 0.75 to 1-00 
per- emit ' ' 

“Low fees are justified 
when the business opens: 
doors to other interesting 
opportunities," says Miguel 
de Braganpa, president of 
Santander's Brazilian 
operations. "The experience 
we gain by handling the sale, 
will place us in a strong 
position to handle other pro-; 
jects in this field." 

Despite stiff competition, 
Mr Braganpa says San- 
tander's investment banking' 
operations remain profitable.' 
The Spanish bank acquired; 
two commercial banks, 
Gera! do Comercio and 
Noroeste, to become the sec- 
ond biggest foreign bank in 
Brazil after HSBC. 

“The advantage of having 
a strong capital base, with 
assets valued at $lObn, is 
that it allows us to serve our : 
clients in all their needs," 
Mr Braganca says. 

Santander is currently' 
advising Brazilian pension 
funds on their holdings in 
privatised steel companies: it 
advised VBC in its acquisi- 
tion of electricity distribu- 
tion companies and it is 
helping Acevita, the speci- 
alised steel maker, to find a 
strategic partner. As the 
largest fl™«*cial group in 
Latin America, with $40hn in 
assets spread from Patagonia 
to the Rio Grande, Mr Bra- 
ga&ga also sees great poten- 
tial for the bank is cross-bor- 
der mergers and 
acquisitions. 

At Bozano Simonson's 
headquarters in Rio de 
Janeiro, Paulo. Ferraz. presi- 
dent, insists the low commis- 
sion foes for arranging the 
sales of Telebras and Sabesp 
are not setting a new bench- 
mark for the industry. 

"Opening doom is easy. 
Doing profitable business 
over the long ru n is t he real 
challenge." Mr Ferraz says. 
*Tn time, fees will return to 

normal." 

in 1996. Bozano S toonsen 
were advisers in seven priva- 
tisations and last year, the 
h urtle advised the consortium 
led by Votorantbn in the pri- 
vatisation of CVRD. But fee 
hl frtmw in 1897 fen to 9147U1 
from S33im hi 1996. 

“Fees for advising the gov- 
ernment in privatisations 
are public and have forced 
gown margins for advfariug 
buyers," Mr Ferraz says. 
“We are not making as much 
from fees as we were i n the 
past, so we have diversified. 





+ ** 


|| M,El 


#CEEE 

TsIIa* . 

• • *++ 




Dresdner KMrwofl Benson advised 

STET wemetionaj 

who wito Vlcunha. Gktoopar and Bradascci 
acqrered the concession tor 
- Band B moo«e telephone services 
, ■ - In tfw data ot Minas Gerais 

far R$520fl00.000 

Apr! 1998 


31.944,443 American Depositary Shares 

representing 

3L944.443.000 Shares ol Ctess B Preferred Stock ot 
Companhfa Fferanaense de Enema - Cope! 

USS575P00P00 

Jon* gtotsf coordinator and bookrunner 

July 1997 


Dresdner Kleinwort Benson advised 

% 

The Gononmertct toe Steed Rio Grande do SJ 

on toe valuation, modeling and sale ol too controlling 
shareholding in the 02 & D3 etectroty detobuon companies 

RS3,144,900£lQ0 

October 1997 









gasNatural . g *** 

■ IBERDROLA ENERCIA 


-sfe- FURNAS 

gmc. EifTROSUL 

vnW>Bl»CUKU^MM» 


Mis 

Bradesco 

Segues 

- ' Dresdner KWiwort Benson advised 

Gaia Natural U&noanwrlcane SA. toerdroia Erwgta SA 
and Ru 8 pelf 0 l Energy SA,w^nconsorfli*«vrth Enron 
international, acquired 58.W trt the total capital c* 

■*> CompanhaEstedual tie Gas do Rio de Janeiro -CEG 
• • and 7596 of Ihe capsal of 

Rfagte SA (or FS822,tBl736 


Dresdner Wemworl Benson are advstng the 

# 

Rsderal Government of Braal 

through toe BNDES on toe restructuring, valuation and cafe 
ot Betrosul and Fimas 


Dresdner Wanwotl Benson advised 

Bnadesco Seguros SA 

on their acqusition a 1 715»V ot the total share capital ot 

jJlUMAO 

ADESE8W0S 

Companhia Undo de Seguros Gerats SA 
JorRS50,mD00 

. - - July 1997 




November i£»7 




Dresdner KMnworl Benson lad the consortium 
fcrtatMudtoe 


QOVMWO MW ABO ft* » MM | _ 

Gover nm ent ot gw Saw erf Bahw 
on the vafcwtton, modsffing and sale ot tie controCng 
.tiMhokSneJn COELBA tor 

• ' HS1 ,730388000 

Jiiy 1997 




Dresdner KleJnwort Benson is the natural choice for excellence in financial services in Brazil. Our clients benefit from the global resources and focused 
expertise d? the Dmsdner Bank Group combined with a strong local presence. 

■Contact Kteinwort Benson do Brasi S/C Ltda at Avenida Rio Branco 128/11 andar. 20040-001 Centro, Rfo de Janeiro, Brasil. Teh +5521(221 2101) or 
Ktekiwort Benson Limited in the UK on Tel: +44 1 71 623 8000. 


totted hi the UK by KMnwcrt Benson Limited.' regulated by SFA. 
tienib«E d trie Dresdnar Bank Group. 


O Dresdner Kleinwort Benson 


.-W- -rva-w.v 




jl' * 

\ 










ELECTRICITY * by Jonathan Wheatley 


Sales run out of juice 


V* V-iC-' 
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After huge 
premiums in early 
sell-offs, recent 
offerings have 
underperformed 

The electricity industry is 
the heavyweight of the pri- 
vatisation programme. By 
the time it is complete, 
assets valued at an esti- 
mated $45bn will be under 
private control. 

Prospects for growth have 
attracted big foreign utilities 
and should continue to do 
so. Lost year saw a string of 
regional distributors bought 
for amounts far in excess of 
their minimum sale prices. 

But the sale has recently 
hit a few hurdles. The per- 
formance of some privatised 
companies has been critic- 
ised and the most recent 
auction fell embarrassingly 
flat. The state and federal 
governments arc keen to 
keep sale revenues coming 
in but, with elections loom- 
ing in October and opposi- 
tion leaders ready to pounce 
on any moons of attacking 
government policy, they 
must hope the dozen or so 
auctions expected this year 
proceed more smoothly. 

“Use of electricity is still 
very low when you compare 
per customer consumption 
in Brazil with developed 
countries." says Michel Gall- 
lard. president of Light, the 
Rio de Janeiro distributor 
privatised in May 1996 which 
last month bought Eletro- 
paulo Metropolitans, a dis- 
tributor serving the city of 
SAo Paulo. "Even as con- 
sumption levels approach 
the US and Europe there will 
be room for more expansion 
of the market." 

In the north east, the least 
developed part of Brazil, a 
minor Industrial revolution 
has produced the fastest rate 
of economic expansion in the 
country and consumption of 
electricity is growing by 20 
per cent a year. Even in the 
industrialised south east, 
annual consumption in some 
regions Is growing by 6 per 
cent 

As Light's experience in 
Rio has shown, incoming 




Switched ore itself a privatised firm, tight returned to the market to btw Batrapaudo MatropoBana ap 


operators may have to invest 
more than expected to bring 
old and poorly maintained 
infrastructure up to scratch. 
Light and Ceij. the two pri- 
vatised distributors in Rio 
state, have both been critic- 
ised by regulators for failing 
to act quickly enough. 

But they are not alone. 
VBC. a local consortium 
formed by Votorantim. a 
cement and paper group. 
Brodesro. Brazil’s biggest 
private hank and construc- 
tion group Camnrgo Correa, 
has Invested in a hydroelec- 
tric power station and two 
distributors: Rio Grande 
Energia, formerly pan of 
CEEE in the southern state 
of Rio Grande do Sul. and 
CPFL of Siio Paulo. 

It will spend R$50m on 
basic Improvements at Rio 
Grande this year in addition 
to previously planned invest- 
ments of R$30m a year. At 
CPFL. following unusually 
heavy storms during the 
summer, it has added RS30m 
to the RSlGOm it planned to 
spend this year on moderni- 
sation. 

Investors, however, seem 
happy to take such risks. 
One explanation lies in the 
very high margins available. 
In much of the north east, 
distributors can buy electric- 
ity at RS33 a megawatt hour 
and sell it for as much as 
RS100. Even in the south, 
gross margins are often as 
high as 60 per cent. 

This appeal was demon- 
strated by the prices paid for 
the nine distributors sold in 


the second half of 1997. Pre- 
miums exceeded even ana- 
lysts* most optimistic predic- 
tions, reaching as much as 
93.6 per cent to the mini- 
mum price. The average pre- 
mium far the nine was 71.4 
per cent 

But this success was not 
repeated with the sale last 
month of three companies 
spun off from Eletropaulo, 
the Sao Paolo distributor 
and generator. Tire state 
attempted to sell EPTE. a 
generator, and two distribu- 
tors: Bandeirantes, covering 
the interim' of the state, and 
Metropolitans. 

Analysts had expected 
buyers to pay as much as 30 
per cent mare than the ask- 
ing prices. Instead. Metropol- 
itana was sold to Light for 
the minimum of RS2.03bn. 
No b ids were entered for 
EPTE or Bandeirantes. 

VBC had been expected to 
compete far the distributors. 
Jose Said De Brito, a director 
at Votorantim Energia, says 
the group decided not to bid 
partly due to t he ex tra 
demands placed on CPFL by 
the summer's heavy 
weather. 

Furthermore, VBC, 
because its members are all 
highly visible Brazilian com- 
panies, could not take the 
political risk of anything 
going wrong. “If we’d been 
unable to solve any prob- 
lems quickly, it could have 
hurt the image of the compa- 
nies in the group and caused 
complications for our other 
activities." 


But, be says, the high ask- 
ing prices and need for 
investment were the biggest 
factor. "We would have had 
to spend RfSOOm in the first 
year on modernisation and 
even then the returns would 
not have been visible for 
some time." 

Mr De Brito also sees 
wider problems in the han- 
dling of electricity privatisa- 
tion. He says the govern- 
ment is trying to achieve 
four mutually incompatible 
objectives: to raise the high- 
est price at each sale; to 
stimulate expansion of the 
industry; to improve the 
quality of services; and to 
secure lower tariffs. 

“There is an Obvious con- 
flict here." he argues. “Buy- 
ers are paying high prices 
for the utilities, they’re hav- 
ing to invest heavily to 
improve services and then 
they're being asked to cut 
tariffs." 

At present, new operators 
have five years before tariff 
reductions must be intro- 
duced. Aneel, the industry 
regulator created last year, 
plans to reduce this to four 
years and possibly three. 

Despite reservations about 
such plans, the industry has 
welcomed Aneel’s indepen- 
dent role. Free of the poeti- 
cal considerations restricting 
its public-sector predecessor, 
Aneel is able to take a 
tougher stance. Its biggest 
challenge will be to ensure 
reliability of supply in a fast- 
growing and unpredictable 
economy. 



There are many reasons 
for relying on Bozano, Simonsen. 
Here are some of them: 


US$ 335,000,000 


Senior Secured Credit 
Fjcititiei 


gimm' «o«wm» I 
LHH 1 ! 

.SSSy Ml «vu 


US$300,000,000 ; 

Me.ii.ni Tern E.por* ; 

Pmpj»-neni Fjciiily 




) COPESUL. ; 

US$ 75,000,000 I 

1 I 

i ReceuaMfls.BackeJ Pre-Eaport | 
Facihfy ; 


December. 1996 





US$ 479,000,000 

O'rt-a 1 offering 
iharfi 


US5 361.234.000 

"v- : •-**»<« 

WSr“*ur« 


US$ 343303,000 f 

Ptoc-ng of ordinary itiara J 
on {he sKcnto i tncHat. l 


N-.rrtv. 


BANEftJ 


Banco Soar..-. S-rwrf,- 
cE-iytfrutR! l** *»«: 

pri,j!ii]f<>«iof a 
u*n*d bji* ,it Dr j;ii for :n* 
Wilt 

US$ 289.000.000 


~ /Meridional ' 


?-i£-nc. SmcbMP 
•Jap ; .v'tfiji c* 

B.r-K •■■Vf'^'^r'* me fair 
v#-* B«**MnePt 
tvi'k tr nr ji, ad. 

US5 239.150,000 




EUROMONEY 


: Edrwnoney Has elected 
Bjficc Sorano. Simonsen 
the best investment 
bank m Brazil. 


SlMC 


DOZANO 

MONSEN 


av-a-.S BnauMir 

Thu *fki3Ti«ntcnr iv usictf Brain (t'&uv. hanu « ra of ns jiT3atrv Where this «krn* o du tributed m or from the IK. 
t! tLb ham ft! b> SeKlMca iVKi Lowell. rrsalacd b) tbc SFA 


When Brazil began selling 
its electricity industry in 
1995, critics said It was 
moving too fast Tie proper 
regulatory structure was 
not in place, they argued, 
and public monopolies were 
merely becoming private 

monopolies: new owners 
would sack workers. 

convert the savings into 
profits and leave customers 
to protest In vain as 
services deteriorated. : 

In tills summer's repeated 
power cuts in the city of - 
Bio de Janeiro, it seemed 
the critics had been proved 
correct. Light, the company 
subsequently described by a 
g o v ernm ent minister as "on 
embarrassment to the 
privatisation programme”, 
found Its crumbling 
infrastructure no match for 
the violent atoms and 

swe lte r in g heat provoked 
byHNifto. 

As the fights went out 
qiifl air cwffl BflBhglOlH s 
spluttered to a halt, angry 
customers, unable to 
contact the company on its 

w n y r gw iiy ynnw i mmh w [ 

besieged its offices. They 
were not mollified by news 
that Light’s profits had 
almost doubled Is 1997 and 
! dividend payments, as a 
percentage of earnings, ^ 
risen tenfold, while 4^00 
jobs - more than a third of 
the work force - had been 
! cot since privatisation in 
May 1996. 

“The power cuts were 
terrible,* says Ana Siqueini 
of Banco Had in Bio. 
“Light’s assets were in 
modi worse condition than 
the buyers had thought and 
the problems couldn’t be 
fixed over night." 

Despite a barrage of ’ 
criticism, light was . 
un daunte d. As if to 
c onf ound foe critics, Us 

gimp — 

composed of AES and. 
Houston Industries Energy 
of the US, Electricity de 
France and CSN, the 
Brazilian steel maker - last 
month bought Blehaparilo. 
MetropoMtana, a distributor 
serving the dtyofSfto - 
Paulo. It paid R*243ba for 
a controlling stake, taking 
its investment, with the 
RtZ26bn paid for Light, to 
more than Btfbn. 


by less than 


The purchase pats It in a 
rommatwlmy pnriHnn. . 

Together. Light and 
MetropoUtana make up the 
biggest jrahUdy -traded ■ 
electricity di stri b utor In file 
Americas. - 

The companies’ operating 
areas in Sio Panto and Rio 
offer, respectively, the - 
biggest and second biggest 
concentr a tions of customers 
per square kflomefre in 

ft raril 

customers, whkh offer the 
highest wKTgiTm, ac cou n t 
for a third of the electricity 
sold. While both markets 
are among the most mature 
in the country, they offer— 
attractive growth; sales in 
Rio grew by 5.6 per cent in 
1997, compared with Light’s 
prediction c# 4 per cent - 
Sales in Metr o polit a mrt 
area are expected to grow 
by 2 per emit in 199& 

Both companies were \ 
appare ntl y good buys. They 
cost less pear customer and 
per megawatt hour of 
electricity sold than the 
average of the l&sales of 
Brazilian electricity - 
distribators completed so 
far. 

- Light, especially, seemed 
■to have potential for .’ 
substantial revenue growth, 
particularly from 
reductions in the huge - 
amount of electricity lost, 
amounting to 16.7 per cent 
of electricity distributed in 
1996. 

Jnst mare titan nJhird „ 
was caused by technical 

lUUf fan i^ fa 

distribution system. The 
remainder was caused py 
"commercial* factors; theft 
through illicit connections, 
a common p r ub ledi tit Rio's 
immense shanty towns; and 
fraud committed by 
customers tampering wIUi -. 
meters, a crime perpetrated 


mostly in middle dass 
residential areas. 

But reducing light’s 
losses proved harder than 
expected. Tears of under 
investment and poor 
. maintenance in the public 
sector had left the network 
in a precarious condition. 
And its new management 
was slow to grasp the 
extent of. the problem. 

- “They have reacted well 
since «iwnww but they 
were wrong not to foresee 
what could happen," says 
Ms Siqueira. “Fixing a 
problem is never the same 
as preventing tt."- 
- Lack of regulation wmE 
take part of the blame. 
Aneel, the electricity 
industry watchdog, was 
established only last 
October. One of its first acts 
was to compile a report on 
Light's operations. 

It found serious 
Ehnrfwmrfnp The 

condition of List’s 
infrastructure, it said, was 
“incompatible with the 
provision of adequate 
service". Spare parts were 
lacking for equipment in 
disrepair, substations were 

overloaded, transformer 

failures were high and .- 
increasing. 

Many of these difficulties 
Aneel ascribed to Light’s .- 
deterioration in foe public 
sector. But ttfound 
ca utfami ng nunagwimrt . 
problems. The quality of 
information and 
commercial system s was 
deficient. Customers bad- 
been, disconnected for non 
payment of .bills they had 
not received. ••■ 

Aneel ordered Light to 
“proceed with morerigouT" 
In meeting performance 
targets and advised it to 
review its investment 
plans, bring its policy ou 


dividends into line with 
conunltmeiite on quality of 
service and impr ove 

commnmcaticms with Its 

customers by introducing a 
toll-free telephone service. 

Light has responded. The 
toll-free line is in operation, 
and investments far 2998, 
previously set at R$947m, 
have been increased by an 
additional R$68m to be 
speit on improving its 
distribution network- 

“Onr priority now is to 
supply our customers and 
improve the quality of oar 
product,” says Michel 
GeBlard, president. “The 

problems we have had are 
nothing to do with the 
privatisation process, 
although there are things 
that coaid be said about the 
previous lack of regulation. 
What is right about 
privatisation Is- font it pats 
foe customer in charge, and 
our aim now is to increase 
customer satisfaction." 

Some in the industry say 
the g ro u p could face similar 
problems in Sfio Paulo. 
Metropoli tana’s network is 
also in need of investment, 
though Its deficiencies are 
le ss glaring than light’s. 
Aneel - which warned • 
light after the purchase 
Hint last summer’s 
disruption ||W|< 1 not be 
repeated in SAo Paolo - has 
set tighter controls ou 
performance than initially 
applied in Rio. Among them 
is a requirement to invest 
R5500m during the next 
three years. 

No-oue yet knows how 
much will have to be spent 
over what period. One 
difficulty Is that much of 
Metropolltana’s 
infrastructure is under 
groond, making detection 
and correction of problems 
more complicated. Mr 
Gafllard says the due 
diligence carried out before 
the purchase was not 
enough to assess the extent 
. of Metropolifana's 
i nvestment needs. The 
group is now carrying out a 

detailed wMin'iiia llfln, 
expected to take three 
mouths. Only then will tt 
know exactly what it has 
bought. 

Jonathan Wheatley 
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TRANSPORT • by Leslie Crawford 


Little moving forward 


The ports are in a 
storm, roads are 
going nowhere 
but rail is on 
track 

A labour tribunal in the 
state of Bahia, in the nor- 
theast of Brazil, handed a 
major victory this month to 
exporters and port operators 
in their battle against the 
country's powerful dock- 
workers' unions. 

The court ruled against 
the compulsory hiring prac- 
tices imposed by nine trade 
unions, which determined 
the number of cargo han- 
dlers working on board 
ships. Henceforth, port oper- 
ators will be entitled to hire 
their own teams of freelance 
stevedores, in a move which 
Is expected to reduce vastly 
inflated labour costs at Bra- 
zil's ports. 

Overmanning at Brazilian 
ports has been a significant 
contributor to the infamous 
"custo Brasil", or Brazil cost, 
a combination of high inter- 
est rates, taxes and opera- 
tional overheads that erodes 
the competitiveness of Bra- 
zilian exports. It also 
explains why the privatisa- 
tion of a number of ports has 
not brought about improve- 
ments in efficiency or low- 
ered freight costs. 

At Santos, Latin America's 
largest port which bandies a 
third of Brazil's foreign 
trade. 13,000 dockworkers 
and 5L000 administrative per- 
sonnel process 35m tonnes of 
cargo a year. By contrast, 
the port of Ghent in Belgium 
handles 25m tonnes of cargo 
with only 600 port workers. 

Some dockworkers earn as 
much as R$15,000 a month. 


which is why loading a con- 
tainer at Santos can cost 
$580. compared with $150 in 
Buenos Aires or Montevideo. 
The dedicated container ter- 
minal at Santos handles 12 
containers an hoar, com- 
pared with 22 in Buenos 
Aires and 30 in Rotterdam. 

“The court ruling in Bahia 
is unprecedented; it repre- 
sents a major victory for the 
right of port operators. to 
determine how many dock- 
workers they need to 
employ," says Wflen ManteH. 
vice-president of the Brazil- 
ian Asso ciatio n of Port Ter- 
minals (ABTP). a private-sec- 
tor group which has lobbied 
for reform. 

“The partwarkers' unions 
are the last bastion of the 
bid, corporattst Brazil, and 
represent the biggest obsta- 
cle to the modernisation of 
port operations. Perhaps 
now the custo Brasil will 
begin to fall.’' 

Port walkers' unions, how- 
ever. are unlikely to accept 
the court ruling in Rahia 
without a flight. Union lead- 
ers say they will take their 
case to an appeals court and 
are • threatening strike 
action. 

It has been difficult to 
break the trade union stran- 
glehold on Brazilian ports. 
Last year, Cosipa, the priva- 
tised steel maker, tried to 
hire n on-unionised dockers 
to off-load iron ore at its ter- 
minal in Santos. Unionised 
dockworkers responded by 
occupying Cosipa’s port 
facilities and paralysing 
cargo handling for two 
weeks. A compromise was 
reached whereby unionised 
stevedores handle one ship 
for every two ships handled 
by Cosipa employees. The 
contrast In productivity is 


dramatic: Cosipa says its 
dockers off-load 600 tonnes 
pttnon or£a day, against an 
average : c^ 90 tonnes when 
union labour Is employed, 
while the cost of hiring 
unionised dockers is 135 per 
"fent higfter than Cosipa’s 
jgvm personnel. 

freight handling costs at 
Santos, Rio de Janeiro and 
other ports in the south-east 
have become prohibitive, for- 
cing c/Tmt» m an u fa c turers to 
reorganise production logis- 
tics to. take advantage of 
'. mare user-friendly ports in 
the for north and for south 
of the country. 

.-'.Alcoa, the aluminium 
maker,, has c o nc e ntrated its 
entire export output in the 
^ north jof Brazil. “We can 
embark - 125 tonnes of alu- 
minium -bars an hour; 2 4 
hours a day, at the ports at 
Itaqni and Alumar In the 
state of. Maranh&o," says 
Paulo-. -Gonzalez, foreign 
-.trade director at Alcoa. “In 
the sooth east, we loaded 320 
tonnes a day." Freight han- 
dling charges in Ma ranhfl o, 
at $11 a tonne, are one-fifth 
of costs at Santos or Rio de 
Janeiro. • 

Exporters say they could 
earn an- additional $5bn a 
year if -port costs fell Even 
-withm Brazil, manufacturers 
say they are losing business 
to foreign competitors 
because of the country's 
exorbitant freight handling 
charges. 

B razilian steel tube manu- 
facturers recently lost a 
major public tender to sup- 
ply an ofl pipeline project in 
-the Amazon because of the 
$85 per tonne freight charges 
from the port of Sfio Sebas- 
tifio in the state of Sfio Paulo 
to Coari in the Amazon. The 
Mexican bidder which won 
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If a director of a Brazilian 
state-owned company 
wishes to go on a foreign 
business trip, he faces an 
intimidating bureaucratic 
procedure. First, written 
permission must be given 
by the relevant ministry in 
Brasilia. The information 
must then be published in 
the Diario Official, the 
register of government 
business,. ... 

Almost all 

business-related purchases, 
even new pens, chairs or 
office plants, face the same 
mountain of paperwork. 
State-owned companies 
have hnge administrative 
departments whose sole job 
is to jump through these 
bureaucratic hoops. 

It is no surprise then that 
privatised companies, freed 
from the labyrinthine 
restrictions of the public 
sector, have been able to 
take a scalpel to tbelr fixed 
costs and produce startling 
tnrnrounds in financial 
performance. 

Perhaps the most 
striking example of this 
has been CompanhSa 
Sidenirgica Nacfonal (CSN), 
Latin America’s largest 
integrated steel company. 
When CSN was privatised 
in 1993, it was a sprawling 
and loss-making albatross. 
Five years later the picture 
is very different Through 
heavy cost-cutting and 
better financial 
management CSN’s 
fortunes have been 
transformed. The company 
made net profits in 1997 of 
R$450m, 65 per cent up 
from the previous year. 

The wo r k f orce has felt 
the brunt of this process - 
the headcount has fallen 
from 22,134 in 1989 to 9059 
last year. However, 
productivity has soared 
ova- the same period, with 
the annual output per 
worker rising from less 
than 200. tonnes to 542 
tonnes last year. 

“It is the classic case of a 
very bad company being 
put up for sale and really 
taking off,” says Denis 
Jimgerman, a director at JP 
Morgan in S&o Paulo. 

The cash the business has 
started to generate has 
allowed CSN to broaden its 
horizons. Last May, the 
co m pany led the 
consortium which bought a 
con troLling stake in 
Coin pan h In Vale do Rio 
Doce (CVRD), the world's 
largest Iron ore miner and 
crown jewel of the 
privatisation process- 
The auction was a 
coming of age for CSN. It 
also catapulted CSN’s 
chairman, Benjamin 
Steinbruch, into a leading 
position la Brazilian 
industry. He now chairs the 
board, of CVRD as well as 
CSN. 



A steefc CSN came of age by buying in to CVRD AM&Aihmood 


However, while 
privatisation resulted In a 
substantial improvement in 
financial performance, the 
process left some 
unresolved questions. Now, 
seven years after the first 
privatisation tn the sector, 
the debate about the future 
of the industry has finally 
begun - and CSN is centre 


According to Mr 
Steinbruch, the Br azilian 
steel sector could make a 
substantially larger 
contribution to Brazil’s 
trade performance if the 
industry consolidated into 
two or three larger groups. 

At present Brazil only 
exports around $3bn of 
steel despite low costs and 
abundant raw materials. . 
Kir Steinbruch believes 
there is a gap in the world 
market for steel plates. 
With greater economies of 
scale, the Brazilian steel 
sector could meet some of 
this untapped demand and 
double its exports over the 
next few years. 

“The potential is there 
but there needs to be a 
number of mergers before 
that investment can take 
place,” be says. 

The obvious target in this 
process is Companhia 
Siderftrgica Tubarfio (CST), 
a small steel company 
which has substantial 
growth potential. CSN is 
preparing a bid for a 
minority shareholding in 
Acestta, the steel company 
which fans a 34 per cent 
stake in CST. 

However, Mr 

Steinbruch *s grand plan for 
the industry faces foreign 
opposition in the shape of 
Usinor, the French steel 
grou p , which fs also . 
considering a bid for a 
substantial stake in Acesita' 
and in CST. 

While Mr Stein touch's 
strategy raises the pr ospect 
of a small number of larger 
Brazilian groups competing 
naive e ffe ctively tn export 
markets, the Usinor offer - 
brings with It the promise 
of greater competition in 
the domestic market and 
falling prices. Aft a result, a 


number of car maker s and 
-■other local customers have 
-■’’Sbreadyshown enthusiasm 

for the Usinor proposal. 

: The battle for CST will, 

‘• ■therefore, indicate the 
post-privatisation shape of 
-the sector - whether it goes 
? ft the direction of two or 
- three national champions 
--or a more competitive ... 
internal market 

Wearing his CVRD hat 
Mr Steinbruch is planning 
to give a further boost to 
the consolidation process 
by urging the board to sell 
Its substantial holdings in 
the steel sector. Previ, the 
.Banco do Brasil pension 
rand, i&also analysing the 
' Stile of part of its steel 

portfolio. 

.-5 : "A substantial divestment 
by CVRD and Previ would 
EP ft long way to dealing 
up aneofthe other 
runresolued by-products of 
the privatisation process - 
the elaborate and 
overlapping structure of 
shareholdi ngs in the sector. 

CSN and CVRD have 
stakes in ea ch othe r, far 
instance, while CVRD also 
has a significant 
shareholding in 
-Psiminas-UnraveUling 

these relationships would 
benefit the industry. 

Productivity has risen 
dramatically since 

l^vatisatioh. but it i? still - 

well behind international 
X-recent analysis oT 
the sector by McKinsey, the 
management consultancy, 
found that. if productivity . 
levels in tfie US industry 
were equivalent to 100; 
Brazil scored 77 while 
Japan registered 110. 

education levels. 


high tariffs explain some of 
fhd-relatjrve inefficiency but 
McKinsey concludes that 

the industry's 
cross-shareholdings were 
abp holding bade 
productivity increases. 

A less elaborate . 
shareholder structure 
wonld help complete the 

joblthat privatisation of the 
companies has started. 

'-’Geoff Dyer 


the contract will ship, its 
steel tubes from Houston, in 
Texas, at a cost of $30 per 

tfmnp 

“High freight costs are the 
greatest enemy of Brazilian 
manufacturers," says Jos€ 
Adolfo Siqueira of the Asso- 
ciation of Brazilian Metal 
Industries. 

The privatisation of some 
ll',000bm of state and federal 
highways has also been a 
disappointment at least as 
for as the redaction of the 
custo Brasil is concerned. 

Although- concession hold- 
ers have begun to improve 
the country's dilapidated 
road infrastructure, trucking 
companies complain that 
high tolls are driving them 
out of business. 

Five-axle tracks pay R$7l 
in tolls on the Dutra, a 
heavily-used privatised high- 
way between SSo Paulo and 
Rio de Janeiro. The tolls, 
trackers say, equal 70 per 
cent of their fuel costs for 
the 400-km journey. 

“Concession holders 
should not be allowed to 
charge First World tolls on 
Third World highways," says 
Romeu Left, president of the 
National Truckers' Associa- 
tion. A study commissioned 
by Mr Loft's association 
shows Brazilian tolls aver- 
age $0.03/Km/axIe, similar to 
tolls charged in Italy, Portu- 
gal arid the US. 

“Privatising part of the 
highway network may have 
solved part of the govern- 
ment's budget problems but 
it has only exacerbated the 
custo BrasH,” Mr Luft says. 

Mr Luft says high tolls are 
also unfair because, in many 
cases, trucking companies 
have no alternative routes to 
reach their destinations. 
Where alternatives exist, toll 
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roads are empty of custom- 
ers. Mr Luft cites the case of 
a new bridge built by an Ital- 
ian consortium across the 
Uruguay River, linking Sao 
Borja In Brazil to Santo 
Tomfi in Argentina, which 
remains empty because of a 
$50 toll- The new bridge 
saves almost two days of 
driving to Buenos Aires and 
the long queues at Uru- 
guaiana. the main border 
crossing further down the 
river. But Mr Luft says the 
convenience does not justify 
the additional expense. 

The National Truckers 
Association is now con- 
cerned that the Italian con- 
sortium is putting pressure 
on the Brazilian government 
to charge a toll at Urn- 
guaiana. Mr Luft has pro- 
tested and demanded to be 
included in negotiations. He 
has also won the consent of 


toll-road operators and the 
transport ministry in Bra- 
silia for the creation of a tri- 
partite commission to review 
toll charges. He hopes the 
commission will be farmed 
before the end of the year. 

“Truckers transport 56 per 
cent of Brazil's domestic 
freight and almost all 
exports to Argentina, Uru- 
guay and Paraguay,” he 
says. “Mercosur would not 
exist without us. We are too 
important to be left out of 
decisions which affect Bra- 
zil's export drive.” 

Privatisation has perhaps 
been most beneficial for rail 
transport Brazil's 22,066km 
federal railway system was 
split into six regional net- 
works and awarded to pri- 
vate operators in 30-year 
concessions in 1996 and 1997. 
The Sao Paulo state railway 
network. Fepasa, with 


t557km of track, has also 
been slated for privatisation. 

The new concession hold- 
ers have sport the first year 
re pairing tracks and rolling 
stock and Improving cus- 
tomer satisfaction by reduc- 
ing delays and clamping 
down on cargo theft 

At Novoeste, formerly the 
eastern branch of the federal 
network, the new operators. 
Noel Group of the US, have 
increased the proportion of 
locomotives in use from 39 
per cent to 70 per cent, cut 
the daily average of wn g-inp 
failures from 4.1 to LI and of 
loaded wagons awaiting 
movement from 436 to 37. 

There is a huge potential 
market to be won over by 
the newly-privatised rail 
operators. Despite Brazil's 
enormous size, only 21.4 per 
cent of freight is transported 
by raiL Bulk cargoes such as 


GtytiGanfti 

soya are still carried by 
truck because Brazil's rail- 
way network, which dates 
from the 19th century, does 
not extend into the central 
states of Goias and Mato 
Grosso - the country's new 
agricultural frontier. Trucks 
also carry the bulk of manu- 
factured goods from the 
industrial heartland of the 
south-east to the north-east 
of Brazil, as the railway 
along that route has fallen 
into disrepair. 

But new investments in 
rail transport are under way. 
Ferronorte, a private opera- 
tor. plans to complete the 
first stretch of a railway 
1 hiking S$o Paulo to Goias 
by 1999. The Centro-At- 
fontico network is also plan- 
ning to refurbish the north- 
south network to transport 
petrochemicals from Bahia 
to Minas Gerais. 
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BCP SA. and BSE S A 

the companies formed by BellSouth Corporation. 

Safit i Croup, SA, 0 Estado de S. Mu 

Rede BrasO Sut and Spike do Brasil 

have acquired the 

B-Band Cellular License for the 
Metropolitan Region of Sao Paulo 
audwbc northeastern stales in Brazil 


Enron International 

in a comnrtium formed with Car \atwoi, 

Iberdrola Energia and Ph/spetrol Energy 
acquired 56.4% of the total capital of 

CEC 

Companhia Estadu&l de Gfis 
do Rio de Janeiro 

and 75.0 % of the total aqrilal cf 


Southern Energy, foe. 

anhJIyariKdaSuidiarrcf Southern Caapanr 

in caryunctroa with AES Corporation and 

Opportunitr Cnprgl fhrtnerg Lida., has acquired 
opprmAonteiy 33% of the voting shares of 

CEMJG 

Companhia Energgtica 
de Minas Gerais 
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In the international capital markets 


BCP 


TelBcommicaqAes 


Criando Ugagoes 
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2 -year Syndicated Floating Rate Ijoan 
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JP Morgan 


Inside and outside of this fost-growing market, governments, 
institutions and corporations turn to J.P. Morgan for help with their 
most critical transactions because they know we offer more. 

More access to capital. More expertise in acquisitions and joint 
ventures. More knowledge of Brazil, based on our longstanding 
presence here. And as always, more of a commitment to putting 
our clients' interest first. 


Federative Republic of Brazil 


US$500,000,000 

10'/% Global Bonds due 2027 

Joint bookrunner 


JPMorgan 


RG Receivables 

t a fpitcxd mtdr thr t*n nf tV Canton 

US$100,000,000 

9.6% Credit Card Backed Notes due 2005 
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“VARIC 4 ", SJL 

(Vlaqao A£rea Rio-Gnndeasc) 
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For information about how we can put our market leadership to 
work for you, please call Alfredo Gutierrez, Managing Director, 
at (5S1 1} 281 3901 or your local Morgan representative. 
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TELECOMS • by Jonathan Wheatley 


OIL ft GAS* by Jonathan Wheatley 


Sell-off to answer 


calls for change 


Technology and 
private ownership 
could rescue a 
decrepit state 
system 


The futuristic world of 
modem telecoms, with Its 
bewitching gadgetry and 
“Intelligent” sendees, is 
starting to arrive in Brazil. 
To the millions of frustrated 
subscribers, and would-be 
subscribers, to the country's 
crumbling public network - 
soon to be sold for an esti- 
mated $30bn - It must seem 
like a sort of utopia. 

Brazilians, after all, are 
used to waiting two years or 
more for a line to be 
installed, or to paying up to 
$5,000 for quicker service on 
the parallel market 

The government hopes 
soiling the network will 
allow the number of fixed 
lines to increase bom about 
lSm today to 50m by 2005. It 
says competition should cut 
the cost of local calls by 5 
per cent, of long distance 
calls by 25 per cent and of 
international calls - cur- 
rently much mare expensive 
than international averages 
- by 60 per cent 

Cellular services are 
already providing a cheap, 
and available, alternative. 
Meredith Pexsily of Pyramid 
Research, a telecams consul- 
tancy. reckons that in two or 
three years' time, “everyone 
in Brazil who wants a cellu- 
lar telephone will have one”. 

The public network, the 
Telebris System, was once a 
model of state enterprise 
hut. since the late 1970s, has 
succumbed to typical public- 
sector maladies: under 
investment, lacklustre man- 
agement, the absence of a 
“service culture". If it makes 
the near-miraculous recov- 
ery now being promised, the 
credit will go to privatisa- 
tion. 

The driving force behind 
the sale was Sergio Motta, 
the former communications 
minister who died of a lung 
complaint in April as his 


plans were nearing comple- 
tion. He helped devise - and 
push through an unco-opera- 
tive Congress - a constitu- 
tional amendment ending 
the state's monopoly on tele- 
coms services and legislation 
governing the sale. 

Days before his death, be 
signed the last of nine 
licences sold to private con- 
sortia to operate so-called 
B-band cellular services, to 
compete with existing 
A-band services offered by 
the Telebris System. 

The sale raised about fflbn, 
compared with a target of 
$5bn, and allowed a host of 
foreign operators their first 
entry to the Brazilian mar- 
ket. But It was dogged by 
legal delays with more than 
a year passing between bids 
being made and the last con- 
tracts being signed. 

Selling the Telebris Sys- 
tem will be more compli- 
cated. In addition to Embra- 
tel. the long-distance and 
international operator, it 
consists of more than 50 
companies recently split into 
fixed and cellular operators, 
with quality of infrastruc- 
ture and services ranging 
from good to abysmaL These 
are being rebundled into 12 
units: three regional fixed 
operators and eight cellular 
companies, plus EmbrateL 

As soon as the Telebras 
System has been sold, the 
government plans to offer 
four licences for competing 
fixed service operators. 
These will be required to 
serve all state capitals by the 
end of 2000 and all cities of 
more than 500,000 inhabit- 
ants a year later. Pull com- 
petition will be permitted 
only in 2005. 

The schedule for the sale 
seems impossibly tight The 
ministry plans to issue ten- 
der documents on May 29, 
accept closed-envelope bids 
on July 15 and announce 
winners within the following 
fortnight • 

But Mr Motta’s successor, 
Luiz Carlos Mendonpade 
Banos, formerly head of the 
National Development Bank 
and closely involved with 


privatisation, says it is “very 
important" that the targets 
be met 

One factor adding to the 
urgency is the proximity of 
general elections in October, 
which will make it difficult 
after July for the govern- 
ment to take the political 
risk of the sale bring any- 
thing but a resounding suc- 


Ef the schedule is met, it 
will be a rare success. 
Restructuring the network 
has been delayed by legal 
challenges. This month, the 
government made two big 
decisions governing the com- 
position of bidding consor- 
tium which lifted restric- 
tions that applied to bidden 
for B-band licences. 

There will be no limit on 
foreign participation - for- 
eigners were restricted to 49 
per cent of each B-band con- 
sortium - nor is there a 
requirement for consortia to 
include a telecoms operating 
company, although this 
requirement will apply to 
the competing fixed service 
operators. 

Potential bidders and 
equipment suppliers are 
keen to get started. Luiz 
Claudio Guimaries. a direc- 
tor at Northern Telecom, the 
Canadian equipment maker, 
in Sko Paula says Brazil's is 
the most significant market 
in the world and the only 
one to meet four measures of 
attractiveness: population of 
more than 100m. gross 
domestic product of more 
than SSOObn. GDP per head 
of more than $3,000 and tele- 
phone penetration of less 
than 15 lines per hundred 
inhabitants. 

But, be says, the market 
suffers from “the Belinda 
syndrome”: a cross between 
Belgium and India, com- 
posed of a small group of 
highly sophisticated consum- 
ers and a mass of underprivi- 
leged poor. 

In most new markets, cel- 
lular companies have gone 
after the richest consumers 
first But because of the dis- 
tortions of Brazil's public 
sector, cellular telephony is 



Everyone a winner 


as monopoly ends 


Petrobras will not 
be privatised but . 
the company has 
lost its dominant 


position 
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seen in some areas as an 
affordable alternative to 
fixed services. 

BCP, a consortium led by 
BellSouth and Banco Safra 
of Brazil, recently began 
offering B-band services in 
tbe city of Sdo Paulo. It 
received almost 1.9m appli- 
cations. of which 110.000 
have been met. Roberto 
Pedn, president says the 
applicants represented a 
cross-section of Sdo Paulo 
society. 

"Income among the C. D 
and E social classes has 
grown enormously under the 
government’s economic 
reforms,” he says. "That 
means we have to meet 
existing suppressed demand 
and the new demand that 
will come with growing 
incomes and greater distri- 
bution of wealth.” 

For the present, BCP is 
charging a connection fee of 
R$230. Mr Prim prefers not 
to comment on when compe- 
tition mi ght lead to falling 
prices. 

The neighbouring state of 
Minas Gerais offers a vision 


of BOP's future. There, Tele- 
mig, perhaps the best run of 
tbe state companies, has 
cleared waiting lists for cel- 
lular telephones (though not 
for fixed services). Tbe 
incoming B-band operator, 
Jed by Telecom Italia, is 
fi ghting far market share by 
offering free connection. 

Meredith Parsfly at Pyra- 
mid says the same wifi apply 
throughout Brazil by the end 
of 2001, when cellular pene- 
tration will have risen to &2 
lines per 100 inhabitants 
from Just less than 3 per 100 
today. This compares with 
fixpH finpg currently in ser- 
vice of about 10.7 per 100. 

At about the same time, 
Brazilians can expect to be 
offered PCS (personal com- 
munications services), the 
next generation of triephony 
expected to challenge the 
duopoly of fixed and cellular 
services. But that, in a mar- 
ket where operators expect 
every plumber and knife- 
sharpener soon to be armed 
with a rai hilar phone, Brazil- 
ians will probably take In 
their stride. 


David Zylberstajn. head of 
Brazil's newly created 
National Petroleum Agency 
(ANP). takes great care 
when the subject turns to 
the privatisation of Petro- 
bris, the state oil company 
which for 40 years had a 
monopoly of the industry. T 
can’t say if I’m for it or 
against it The ANP Is neu- 
tral Any decision would be 
taken by a majority in gov- 
ernment and in Congress.” 

Hi« caution is understand- 
able: Petroleum is an emo- 
tional subject in “The 
petroleum is ours,'’ says the 
old Petrobris slogan, and 
many Brarihans agree. 

Whether or not the major- 
ity would like to see the 
company in private h ands is 
a moot print. But political 
opposition is gntrmi’frpfl- To 
secure the constitutional 
amendment that opened 
parts of the industry to tin* 
private sector in 1995, the 
government inserted a 
danse promising that Petro- 
bris would never be sold. A 
subsequent attempt to 
change the law was defeated. 

Privatised or not, Petro- 
bris’ domination of the 
Industry is over. Its monop- 
oly was broken last year by 
a law allowing private sector 
investment in all parts of the 
hidustry, from exploration to 
w th ri n g and distribution. It 
also allowed Petrobris to 
undertake new projects with 
private sector partners. 

Some 70 foreign companies 
have since approached it; 
Petrobris says 37 projects, 
mostly for exploration and 
production, are ready to be 
signed once the ANP gives 
its approval. 

Tbe ANP may not agree to 
them all. It has placed 
licences for Some 300 
onshore and offshore sites 
under review. Those at 
which Petrobris is Already 
producing, or for which It 
can prove it has the finance 


- tts own ot third party - to 
enter exploration or produc- 
tion, it will keep. Petrobris 
says this, covers about 140 
areas. 

Conversely, the ANP is 
unlikely to grant it licences 
for sites in which joint ven- 
ture partners provide major- 
ity finance. "Petrobrifl has 
to show it has the capacity 
to develop fields an its awn," 
says Mr Zylberstajn. . 

Sonny stfifano, an oil ana- 
lyst at Deutsche Morgan 
Grenfell in Sfto Paulo, says 

the ANPs aim is to prevent 
Petrobris from continuing to 
its old role as government 
agent for the industry. It win 
not, for be allowed 

to offer a foreign partner a 
majority share in a project 
while ifcseif remaining as the 
licensee. ' 

"E ve r yt hing the ANP is 
doing Is aimed at reducing 
the power of Petrbhris," he 
says. "It’s all heading 
towards privatisation in the 
medium or long-term.” 

“Petrobris used to be a 
monopoly, az> agency of tbe 
government,” says Mr Zyl- 
berstajn. "Now it becomes a 
concessionaire. By the mid- 
dle of next year we will have 
completed the first contracts 
for foreign companies to 
operate in Brazilian fields.” 

By that time, too, the gov- 
ernment should have sold a 
minority stake in Petrobris 
c omp rising 3L7 per cent of 
voting stock - equal to 1&5 
per cent of total capital - 
leaving it with tin> minimum 
stake necessary to retain 
control. The stake to be sold 
is valued at . about $5bn but 
is expected to command a 
considerable premium. 

Before the sale, the gov- 
ernment intends to make 
changes to Petrohri^ board 
of directors. Of 10 members, 
eight represent the company 
and two the government. 
The 'government plans to 
reverse that proportion. 
Press reports say Petrobris* 
president may also be 
replaced, although there -has 
been no. official, comment 
Because of the political sen- 
sitivity of such changes — 
Petrobris has powerful con- 
nections among the govenx- 
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IF YOU’D LIKE TO BE THE PARTNER OF A RISING 
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Currently in Brazil about 14G mil: ion people 
amsume electric energy denied from forty mtlbnn 
distribution sites spread through the :i 'hole 
country. Eletmbrds. a private and public pint 
stock company tied to the Ministry of Mines and 
Energy, produces 55";. of that energy, with r.v 
mft’Mfwn of calling it quits. Featuring a yearly 
energy consumption growth of more than e".. 
limce the CMP). Brazil represents an electric 


energy market under full expansion. Sixty environmental business haw you, too, can become part of that group and 








merit's supporters in Con- 
grass - nothing is expected 
to happen before October's 
general elections. 

Other changes i n th e 
industry are moving swiftly 
ahead. Privatisation of natu- 
ral gas distributors began 
last year with the sale of 
GBG In Rio de Janeiro. 

In July. Sfio Paulo state 
plana to sdl control of Com- 
gas, the biggest distributor 
in the country. The sale is 
expected to raise at least 
$2bn. Big international 
groups such as S h ell, British 
Gas, Amoco and Enron, 
some with minority stakes 
in some of Brazil's ie natural 
gas distributors, are expec- 
ted. to compete with local 
electricity distributors for 
the company. 

Comgas recently reached 
agreements to supply two 
new gas-fired power stations 
in Sao Paulo state. More 
power stations are likely to 
be built as supplies increase. 

A pipoKna carrying natu- 
ral gas from Bolivia is due to 
begin operating next year 
under a venture between 
Petrobris and private sector 
partners. Last month, the 
government authorised pri- 
vate operation of gas pipe- 
lines. A project to bring gas 
from Argentina has already 
been a p proved. 

Comgas’s residential sales 
should increase, although 
domestic use of natural gas 
is limited. Most households 
use bottled petroleum gas 
<mrf mafrx supplies are not 
common. Comgas currently 
supplies 280,000 households 
out of 5JSm in its concession 
area, but its mri«Hng - infra- 
structure would allow it to 
doable sales. Gross margins 
should wake it worthwhile: 
Comgas buys gas for RS0.09 
per cubic metre and sells it 
to residential customers for 
R*L10. 

Deregulation is also reach- 
ing other sectors, including 
refining and distribution of 
petroleum products. But Mr 
Zylberstajn says the end of 
the state monopoly which 
has given Brazil “a dynamic, 
competitive petroleum 
industry” is of greater signif- 
icance than privatisation. 
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thousand megawatts have already been installed, administration, resey^^^elopment, gain access to the opportunities that Brazil offers. 




with, the need for an additional 3.500 MU’ per maintenance and inteti relations. Often a partnership begins with a simple 

year to meet that demand. ^ofthe Currently, the Company is pU^ecial focus handshake, moving on to a .business lunch or 

attribution market of that electric energy are 0 „ international relations preciselyipQuse it meeting , finally reaching the stage in which a 

and: r thi responsibility of private enterprises, believes in this continental-sized market under contract is signed. At Eleirabr&s, partnerships 

As .t key agent in the development of Brazil'* steady global expansion. Just ask those countries begin with a click. 

electric energy sector. Eletrobrd> also acts as where Eletrobrds folds agreements or the power Am/ they energize many new business opportunities, 

national coordinator for planning, operations, companies with which it does business: find out Cet in touch with Eletrobrds. 
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ELETROBRAS AND YOU: TOGETHER ENERGIZING A GREAT MARKET. Eletrobrds ^ ££. 'JJ 
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